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INDIAN  TRUST  FUNDS  MANAGEMENT  BY  THE 
BUREAU  OF  INDIAN  AFFAIRS  AND  IMPLE- 
MENTATION OF  THE  INDIAN  TRUST  FUND 
MANAGEMENT  ACT  OF  1994 


TUESDAY,  JUNE  11,  1996 


U.S.  Senate, 
Committee  on  Indian  Affairs, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  8:30  a.m.  in  room  485, 
Russell  Senate  Office  Building,  Hon.  John  McCain  [chairman  of  the 
committee]  presiding. 

Present:  Senators  McCain,  Campbell,  Gorton,  Simon,  and  Dor- 
gan. 

STATEMENT  OF  HON.  JOHN  McCAIN,  U.S.  SENATOR  FROM 
ARIZONA,  CHAmMAN,  COMMITTEE  ON  INDIAN  AFFAIRS 

Senator  McCain.  Good  morning. 

I'd  hke  to  welcome  the  witnesses  who  have  come  here  this  morn- 
ing, and  I  know  that  they  all  appreciate  the  fact  that  this  is  a  rath- 
er busy  day  in  the  Senate,  given  the  departure  of  Senator  Dole 
from  the  Senate,  which  is  one  reason  why  we  started  this  hearing 
earlier  than  usual. 

I  want  to  thank  all  the  witnesses  for  coming  here  this  morning 
to  testify  on  what,  for  me,  is  an  extremely  troubling  issue,  the 
BIA's  systematic  mismanagement  of  funds  it  has  held  in  trust  for 
Native  Americans  for  decades. 

Before  we  get  into  the  details,  let  me  remind  everyone  of  some- 
thing none  of  us  should  forget.  The  $2.4  billion  that  cannot  be  rec- 
onciled is  not  Federal  money,  it  is  tribal  money.  The  United  States, 
as  trustee,  is  supposed  to  receive,  hold,  or  pav  out  these  funds  for 
the  benefit  of  Indian  tribes.  It's  not  supposed  to  lose  those  funds. 

I  believe  every  failure  of  the  Federal  trustee  to  make  and  keep 
records  and  properly  handle  these  funds  is  a  thefl  from  the  Indian 
people,  who  are  the  beneficiaries  of  that  trust,  and  I'm  afraid  that 
the  BIA's  approach  has  been  terrible. 

This  time-weary  way  of  handling  Indian  assets  has  got  to  stop. 

The  BIA's  credibility  is  at  an  all-time  low.  Some  people  fear  the 
BIA  is  dragging  down  with  it  the  credibility  of  tribal  governments. 
This  is  just  one  of  several  reasons  why  I  continue  to  believe  it's  im- 
perative that  Congress  enact  S.  814,  a  bill  which  would  authorize 
the  Indian  tribes,  themselves,  to  reorganize  the  BIA  according  to 
tribal  priorities. 

(1) 


If  this  administration  and  others  would  stop  objecting  to  passage 
of  that  legislation,  I  would  regain  some  hope  that  the  days  of  BIA 
mismanagement  are  numbered. 

Some  have  suggested  that  the  Congress  spend  even  more  money 
to  study  the  Indian  trust  fund's  mismanagement  problem.  To  them 
I  would  say  that  patience  on  Capitol  Hill  has  grown  very  thin.  It's 
time  for  decisive  action. 

BIA  has  spent  nearly  5  years  and  about  $21  million  studying 
only  part  of  the  problem.  It. did  not  look  at  the  several  hundred 
million  dollars  it  handles  in  individual  Indian  money  accounts.  It 
did  not  look  at  the  several  hundred  billion  it  handles  in  investment 
transactions.  And  it  did  not  find  necessary  records  in  other  key 
areas. 

On  May  31,  1996,  the  Secretary  sent  the  Congress  what  was 
merely  an  interim  report  rather  than  the  full  report  required  by 
the  1994  Reform  Act.  That  report  did  not  even  include  the  statu- 
torily-required  balance  reconciled  as  of  September  30,  1995,  for 
each  tribal  trust  fund  account. 

I'm  increasingly  concerned  by  the  administration's  failure  to  com- 
ply with  the  1994  act. 

We've  asked  the  witnesses  in  today's  hearing  to  focus  on  three 
areas:  what's  gone  wrong  in  the  past  and  what  is  the  extent  of  the 
damage;  what  kind  of  settlement  process  might  resolve  the  legal 
damage  claims  of  the  Indian  tribes  to  more  than  $2.4  billion;  and 
what  can  the  Interior  Department  do  to  ensure  that  the  theft  of  In- 
dian money  stops. 

On  the  first  panel  of  witnesses  will  be  Paul  Homan,  the  special 
trustee  appointed  under  the  Indian  Trust  Funds  Management  Re- 
form Act  of  1994,  to  respond  to  these  issues  and  give  his  first  re- 
port to  the  Congress  since  his  confirmation  9  months  ago. 

On  the  second  panel  we've  asked  Linda  Calbom  of  the  General 
Accounting  Office  to  report  on  GAO's  findings  in  this  area,  with  a 
particular  focus  on  the  settlement  process  GAO  has  proposed. 

Let  me  just  add  that  we  have  found  that  the  GAO's  May  3  report 
it  prepared  for  the  committee  to  be  quite  useful. 

On  the  third  and  final  panel  we  have  tribal  leaders.  We  have  in- 
vited testimony  from  Eric  Davenport,  chairman  of  the  Inter-Tribal 
Monitoring  Association  of  Indian  trust  funds,  and  Ivan  Makil, 
president  of  the  Salt  River-Pima  Maricopa  Indian  Tribe  and  a 
member  of  the  Special  Trustee's  Advisory  Board  established  under 
the  1994  act. 

I'd  like  to  mention  that  Senator  Inouye  is  not  feeling  well  this 
morning  and  may  be  in  later  on,  but  he,  of  course,  was  one  of — 
in  fact,  the  prime  motivator  behind  trying  to  get  this  issue  rec- 
onciled. 

I'd  like  to  welcome  Paul  Homan,  who  is  the  special  trustee,  Office 
of  the  Special  Trustee  for  American  Indians,  Department  of  the  In- 
terior. He's  accompanied  by  Ed  Cohen,  deputy  solicitor.  Depart- 
ment of  the  Interior;  Jim  Simon,  deputy  assistant  attorney  general. 
Department  of  Justice;  and  Joe  Christie,  who  is  the  director  of  the 
reconciliation  project  of  the  Bureau  of  Indian  Affairs. 

Welcome,  gentlemen.  Grood  morning,  Mr.  Homan. 


STATEMENT  OF  PAUL  HOMAN,  SPECIAL  TRUSTEE,  OFFICE  OF 
THE  SPECIAL  TRUSTEE  FOR  AMERICAN  INDIANS,  DEPART- 
MENT  OF  THE  INTERIOR,  WASHINGTON,  DC,  ACCOMPANIED 
BY  ED  COHEN,  DEPUTY  SOLICITOR;  JIM  SIMON,  DEPUTY  AS- 
SISTANT ATTORNEY  GENERAL,  DEPARTMENT  OF  JUSTICE; 
AND  JOE  CHRISTIE,  DIRECTOR,  RECONCILIATION  PROJECT, 
BIA 

Mr.  HoMAN.  Thank  you,  Mr.  Chairman. 

Mr.  Christie  and  I  will  be  doing  the  presentation,  and  the  entire 
panel  will  be  available,  of  course,  for  any  questions  you  or  the  other 
Senators  may  have. 

We  are  pleased  to  be  here  today.  I  am  going  to  be  very  brief  in 
my  opening  remarks,  but  I  would  ask  that  our  full  statement  and 
the  attachments  be  submitted  for  the  full  record. 

The  hearings,  as  you 

Senator  McCain.  Before  you  proceed,  Senator  Campbell,  did  you 
have 

Senator  Campbell.  That's  okav.  Go  ahead,  Mr.  Chairman.  I'll 
just,  with  your  permission,  introduce  my  statement  in  the  record. 

Just  let  me  say  that  you've  already  covered  the  basics,  I  think. 
I  don't  know  how  you  can  carry  out  responsibilities  if  you  lose  the 
money.  I'm  certainly  interested,  as  you  are,  in  trying  to  find  out 
what  kind  of  accounting  there  is  going  to  be  to  find  out  where  that 
money  went. 

Thanks,  anyway.  I'll  just  submit  it  for  the  record. 

Senator  McCain.  Thank  you,  Senator  Campbell. 

Please  proceed,  Mr.  Roman. 

Mr.  Roman.  Thank  you,  Mr.  Chairman. 

As  you  indicated,  the  hearings  are  focusing  on  the  reconciliation 
report  of  the  Secretary  of  the  Interior,  what  it  may  take  to  resolve 
claims  arising  from  past  trust  management  practices,  an  interim 
report  by  the  special  trustee,  and  what  it  may  take  to  ensure  sound 
trust  management  in  the  future. 

I'd  like  to  first  address  the  Secretary's  report,  which  was  sent  to 
the  Congress  on  May  31. 

Very  briefly,  it  is  a  report  on  the  reconciliation  project,  which 
was  recently  concluded  in  December  and  which  covered  a  20-year 
period,  1972  to  1992,  on  tribal  trust  accounts. 

As  the  Secretary's  report  indicates,  through  April  30,  1996,  77  of 
the  280  tribes  involved  in  the  reconciliation  project  have  responded. 
This  is  after  we  sent  them  the  reports  earlier  in  the  year,  had  a 
national  meeting  in  Albuquerque  to  present  the  overall  findings  of 
the  report  in  Feoruary,  and  we  are  now  in  the  process  of  conduct- 
ing regional  meetings  and  individual  reports,  customized  to  each 
tnbe's  use. 

Specifically,  to  date  two  account-holders  have  accepted,  five  have 
disputed  their  account  balances. 

The  balance  of  the  account-holders  have  not  specifically  accepted 
or  disputed  their  account  balances,  and  many  have  requested  addi- 
tional time  and/or  a  meeting.  Because  all  of  the  scheduled  meetings 
have  not  been  held  to  receive  and  discuss  account-holder  issues  and 
comments,  and  since  many  account-holders  have  not  communicated 
their  acceptance  or  dispute  of  their  account  balances,  only  an  in- 


terim  report  on  the  account-holders*  attestations  was  provided  in 
the  Secretary's  report  dated  May  31, 

Further,  until  the  regional  meetings  are  completed  and  the  tribes 
have  had  an  opportunity  to  analyze  the  reports  and  documentation 
they  have  been  provided,  the  Department  wall  not  know  how  many 
tribes  will  dispute  the  final  balance  in  their  accounts.  At  that  time, 
however,  the  Department  will  be  in  a  position  to  propose  a  mecha- 
nism to  resolve  any  such  disputes. 

A  final  report  on  account-holder  attestations  and  a  mechanism  to 
resolve  any  disputes  will  be  submitted  to  the  Congress  by  Novem- 
ber 15,  1996. 

Let  me  now  turn  to  a  brief  discussion  of  my  own  interim  report 
and  my  assessment  of  the  trust  management  systems  and  concep- 
tual strategic  plan  which  my  office  has  devised  to  deal  with  the 
longstanding  problems  affecting  the  Federal  Grovemment's  trust 
management  systems. 

My  assessment  accompanies  my  statement  and  should  be  read  in 
its  entirety.  Let  me  just  brief  you  on  the  particulars. 

Senator  McCaesi.  Without  objection,  your  entire  statement  will 
be  made  a  part  of  the  record. 

Mr.  HOMAN.  Thank  you,  Mr.  Chairman. 

The  assessment  concludes  that  the  undeniably  poor  quality  of  the 
trust  management  systems  and  the  condition  of  the  historical 
records  effectively  prevent  the  Federal  Government  from  providing 
an  accurate  and  timely  accounting  to  American  Indian  trust  bene- 
ficiaries, as  required  by  the  Reform  Act  of  1994. 

This  can  be  demonstrated  somewhat  quantitatively  and  very  de- 
tailed quantitative  numbers  are  contained  in  my  assessment.  Let 
me  highlight  a  few  of  them. 

The  reconciliation  project,  in  January  1996,  disclosed,  as  you 
noted,  $2.4  billion,  32,000  transactions  for  which  source  docu- 
mentation could  not  be  located.  The  point  here  is  that  these  records 
should  not  be  missing  and  would  not  be  missing  had  the  Federal 
Grovemment  followed  conventional  trust  accountmg  and  record  re- 
tention practices  and  controls. 

Of  particular  concern  to  me  and  my  office  is  about  $694  million 
in  imreconciled  disbursements. 

Another  concern  are  amounts  of  reconciled  disbursements  which 
did  not  have  complete  disbursement  packages. 

A  second  major  concern  arising  out  of  tne  reconciliation  project 
confirmed  what  the  GAO  calls  the  "lack  of  a  known  universe  of 
transactions  and  leases."  This  arises  because  the  Government  does 
not  have  a  master  lease  program,  nor  does  it  have  an  accounts  re- 
ceivable program.  Without  both,  one  cannot  determine  the  total 
amounts  of  leases  the  Government  manages  for  the  American  Indi- 
ans, nor  can  it  determine  what  collections  should  be  coming  off 
those  leases  with  any  precision. 

In  addition,  my  assessment  included  an  assessment  of  the  IIM 
accounting  system,  which  by  all  accounts  is  unreconcilable,  and 
which  is,  by  all  accounts,  in  much  worse  shape  than  the  tribal  ac- 
counting system,  which  was  the  subject  of  the  reconciliation  report. 

For  example,  there  are  over  50,000  accounts  for  individuals  who 
have  no  address  or  incorrect  addresses.  There  are  over  $45  million 
in  those  accounts. 


There  are  over  15,000  accounts  and  over  $21  million  held  for  in- 
dividuals who  were  formerly  minors  who  should  have  had  their 
money  when  they  reached  the  age  of  majority. 

There  are  over  $43  million  in  overdraft  interest  clearing  accounts 
which  resulted  from  interest  mispostings  prior  to  1993.  These  are, 
in  effect,  non-earning  assets,  which  have  the  effect  of  depriving  the 
current  IIM  account  holders  of  over  $2  million  in  annual  income. 

There  are  general  ledger  differences  and  losses  estimated  at 
about  $26  million,  which  have  the  same  effect  on  the  earnings  of 
the  IIM  pool. 

Finally,  there  is  a  continued  maintenance  problem  of  over  one- 
half  of  the  accounts,  153,000  accounts  with  balances  of  less  than 
$10  which  cost  the  Government,  in  this  case  the  American  tax- 
payer, a  good  deal  of  money  to  maintain. 

Mr.  Chairman,  in  a  simple  word,  these  conditions  are  unaccept- 
able by  any  reasonable  standards  and  continue  to  do  significant 
harm  and  damage  to  the  American  Indian  beneficiaries. 

They  are  caused  by  inherent  defects  in  the  core  trust  manage- 
ment systems  that  the  Government  uses  to  manage  the  Indian 
trust  moneys,  and  these  defective  systems,  in  turn,  prevent  the 
Government  from  meeting  the  fiduciary  standards,  the  accounting 
and  reporting  standards  set  forth  in  the  American  Indian  Trust 
Management  Reform  Act  of  1994  and  standards  of  ordinary  pru- 
dence applicable  to  all  trustees,  public  or  private. 

The  special  trustee's  conceptual  strategic  plan  addresses  these  is- 
sues and  identifies  nine  initiatives  designed  to  rectify  the  problems 
and  bring  trust  accounting  and  management  systems  up  to  com- 
mercial standards  within  3  years. 

What  is  needed  first,  in  my  view,  is  a  complete  overhaul  of  the 
four  basic  trust  management  systems.  These  include  a  new  and  im- 
proved trust  resource  asset  management  delivery  system;  an  ac- 
counts receivable  system,  which  I  mentioned  earlier  was  lacking, 
and  billing  system  that  uses  lease  contract  and  land  and  ownership 
information;  a  brand  new  trust  depository  payments  and  delivery 
system  for  IIM  accounts  similar  to  what  was  installed  for  the  tribal 
accounts  last  year;  and,  finally,  an  improved  land  records  and  title 
recordation  and  certification  system  which  is  hopelessly  behind  and 
obsolete. 

Along  with  the  overhaul  of  these  core  systems  must  come  im- 
provements to  the  general  ledger,  record-keeping,  archiving,  risk 
management,  the  technology  center,  and  an  institutional  structure 
to  accommodate  the  overalfchange. 

We  have  estimated  that  the  implementation  of  the  strategic  plan 
will  cost  approximately  $100  million  over  a  3-year  period.  While  a 
considerable  sum  of  money,  it  is  still  less  than  the  $108  million  to 
$281  million  which  an  outside  contractor  estimated  in  1992  it 
would  cost  just  to  reconcile  the  IIM  accounting  system. 

In  closing,  let  me  just  say  that  these  strategic  plgm  reforms  are 
urgently  needed  and  should  be  funded  and  implemented  by  the 
Government  immediately,  in  my  view,  regardless  of  if  and  when 
the  final  comprehensive  strategic  plan  called  for  in  the  Reform  Act 
is  completed  and  approved. 

Each  day  the  trust  management  systems  remain  status  quo,  the 
Federal  Government's  exposure  to  claims  of  mismanagement  and 


liability  continues,  and  it's  another  day  the  Federal  Grovemment 
cannot  meet  fully  its  trust  responsibilities  to  the  American  Indians. 

Mr.  Chairman,  that  concludes  my  section  of  the  statement.  I 
would  like  your  permission  to  have  Mr.  Christie  present  very  brief- 
ly some  of  the  overall  findings  of  the  Arthur  Andersen  reconcili- 
ation report,  and  at  that  time  we  will  be  able  to  answer  any  ques- 
tions you  may  have. 

Senator  McCain.  Thank  you,  Mr.  Homan. 

Mr.  Christie. 

Mr.  Christie.  Thank  you,  Mr.  Chairman. 

This  is  a  summary  of  findings  of  the  tribal  trust  fund  reconcili- 
ation. This  is  for  the  non-investment  funds. 

The  total  amount  of  the  value  is  $17.7  billion.  These  values  are 
expressed  in  absolute  terms,  and  by  "absolute  terms"  what  I  mean 
is  that  if  you  had  a  checking  account  and  you  deposited  $1,000  and 
you  turned  around  and  wrote  a  check  for  $1,000,  your  account 
would  be  at  zero,  but  in  absolute  terms  we  would  say  you  had 
$2,000.  We  disregard  the  pluses  and  the  minuses. 

Out  of  the  total  of  $17.7  billion,  we  reconciled  $15.3  billion  and 
we  were  unable  to  reconcile  $2.4  billion. 

The  reconciliation  results  of  the  non-investment  trust  funds  that 
were  reconciled,  we  had  an  accuracy  rate  of  99.97  percent. 

An  analysis  of  the  unreconciled  transactions  by  value  and  type — 
this  is  the  $2.4  billion  that  were  unreconciled.  They  consist  of  re- 
ceipts for  $1,123,315,969,  disbursements  totaling  $808,636,374,  and 
transfers  totaHng  $479,621,822. 

Let  me  describe  each  of  these. 

The  receipts  are  funds  received  and  credited  to  a  tribe's  account. 
Transfers  are  funds  transferred  within  one  tribe's  account.  One 
tribe  may  have  multiple  accounts.  And  the  disbursements  are 
funds  paid  out  from  a  tribe's  account. 

Now,  the  characteristics  of  unreconciled  receipts — the  total 
unreconciled  receipts,  as  I  said,  was  $1.1  billion.  These  funds  were 
credited  to  the  account.  They  were  available  by  use  by  the  tribe. 
They  were  earning  interest. 

What  we  cannot  do  is  verify  that  the  funds  were  credited  to  the 
correct  account  or  to  the  correct  tribe  because  we  don't  have  the 
documents.  This  is  not  a  ease  where  the  money  is  lost.  The  money 
is  in  the  account,  but  we  could  not  find  the  documents  to  substan- 
tiate that  deposit. 

The  characteristics  of  unreconciled  transfers — the  total 
unreconciled  transfers  is  $479  million.  These  are  transfers  within 
the  same  tribe's  account.  They  are  credited  to  the  account,  they  are 
available  for  use  by  the  tribe,  they  are  earning  interest.  What  we 
cannot  do  is  verify  the  transfers  to  and  from  the  correct  accounts 
within  that  tribe's  account. 

Again,  these  funds  are  there  and  available  for  use;  it's  the  docu- 
ments that  we  can't  find. 

The  characteristics  of  the  unreconciled  disbursements,  the  $808 
million,  these  are  deductions  from  a  tribe's  account,  they  go  to  an 
unidentified  recipient,  and  we  cannot  verify  proper  purpose  or  ac- 
count that  it  was  taken  from. 

A  further  analysis  of  the  unreconciled  disbursements — out  of  the 
$808  million,  $73.5  milHon  were  what  we  call  "positive  disburse- 


ments,"  These  were  canceled  checks  that  came  back  and  were  re- 
credited  to  the  tribe's  account  from  which  it  came  out  of. 

That  brings  us  down  to  $735,058,731.  This  is  the  net  of  the  posi- 
tive disbursements. 

From  that,  we  would  look  at  deducting  the  attorney  fee  awards. 
These  are  awards  that  were  paid  to  tribes,  and  the  first  deduction 
from  that  award  is  the  attorney  fees  and  the  expert  witnesses.  The 
unreconciled  attorney  fees  were  $38  million,  and  the  expert  wit- 
nesses were  $1.4  million,  which  gives  us  a  net  unreconciled  tribal 
disbursements  of  about  $694  million,  which  turns  out  to  be  our 
true  net  disbursements  that  we  cannot  account  for  that  are  tribal 
money. 

Thank  you,  sir. 

Senator  McCAESf.  Thank  you,  Mr.  Christie. 

[Prepared  statements  of  Mr.  Homan  and  Mr.  Christie  appear  in 
appendix.] 

Senator  McCain.  Mr.  Homan,  I  remember  your  confirmation 
hearing  before  this  committee.  Could  you  briefly  review  with  us 
your  credentials  to  address  this  issue? 

Mr.  Homan.  I'd  be  glad  to,  Mr.  Chairman. 

I  spent  the  early  part  of  my  career  as  a  bank  regulator  with  the 
Office  of  the  Controller  of  the  Currency.  I  spent  some  18  years  with 
them.  Between  1978  and  1982  I  was  the  senior  bank  regulator  for 
the  office  and  in  charge  of  the  supervision  of  the  4,700  major  na- 
tional banks  in  the  country. 

Since  then,  I  have  been  engaged  off  and  on  as  the  restructuring 
person  sent  in  five  major  bank  corporations,  all  of  which  were  suc- 
cessfully restructured  and  ultimately  sold,  except  for  my  last  one, 
which  is  a  local  institution  here  in  town.  I  left  that  assignment  just 
prior  to  this  assignment. 

So  I  have  about  30  years  of  experience  in  troubled  banking  situa- 
tions and  in  restructuring  and  regulating  banks. 

Senator  McCain.  In  those  30  years,  have  you  ever  seen  anything 
like  this? 

Mr.  Homan.  I  have  to  say  honestly,  Mr.  Chairman,  that  I  have 
not,  in  an  operational  sense.  What  I  feel  is  the  primary  cause  here 
is  a  neglect  of  basic  operating  systems  over  a  20-  to  30-year  period, 
to  the  point  where  the  Indian  trust  management  systems,  the 
record-keeping  and  controls  are  absolutely  obsolete. 

During  that  same  period,  during  many  years  these  programs 
were  under-funded,  and  I  believe  that  is  the  principal  cause  of  why 
the  Department  has  not  been  able  to  keep  pace  with  the  very  rapid 
changes  in  technology  taking  place  in  trust  management  and  also 
in  the  improvement  of  best  practices  or  prudential  practices  in  the 
trust  industry. 

Senator  McCain.  Do  you  have  confidence  that  this  problem  can 
be  resolved  and  remain  under  the  authority  and  responsibility  of 
the  BIA? 

Mr.  Homan.  Mr.  Chairman,  I  believe  that  what  is  required  here 
is  the  overhaul  of  the  basic  systems  at  the  BIA.  I  believe  that  peo- 
ple there,  while  well-intentioned — and  certainly  I  or  any  associates 
of  mine  could  not  run  their  systems  any  better  than  they  are  run- 
ning them — are  not  capable  of  reforming  themselves  to  the  extent 
they  need  it. 
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What  is  needed  here  are  some  basic  commercial  systems  which 
are  readily  available  in  any  bank  or  trust  company  in  the  United 
States,  with  the  exception  of  the  land  record  and  ownership  sys- 
tem. I  believe  these  snould  be  purchased  from  the  outside.  There 
is  no  reason  why  the  Bureau  or  the  tribes,  themselves,  couldn't  op- 
erate those  svstems  once  those  reforms  take  place. 

Senator  McCain,  Do  you  have  confidence  that  the  BIA  can  do 
that? 

Mr.  HoMAN.  As  I  indicated.  I  have  no  confidence  that  the  current 
management  there  is  capable  of  carrying  out  this  reform  effort; 
however,  with  a  new  system  I  believe  they  could  be  trained  and 
could  implement  it,  along  with  the  self-governance  tribes. 

What  my  plan  is  designed  to  do  is  to  set  forth,  as  the  law  re- 
quires, a  common  set  of  policies  and  procedures,  a  common  set  of 
laws,  and  a  common  set  of  accounting  practices  which  can  be  ad- 
ministered by  the  Bureau,  by  the  tribes,  themselves,  or  by  any 
third  party,  much  like  private  trust  companies  are  operated. 

Senator  McCain.  The  Secretary  sent  a  report  on  Mav  31,  as  you 
know,  but  that  report  failed  to  include  a  proposed  balance  rec- 
onciled as  of  September  30,  1995,  for  the  trust  account  of  each 
tribe,  as  required  by  the  law.  Can  you  explain  why  he  didn't  do 
that? 

Mr.  HOMAN.  The  report  or  the  law,  rather,  requires  the  Secretary 
to  report  on  disputed  balances  and  attestations  by  particular  tribes 
as  to  their  balances,  as  set  forth  in  the  reports  which  we  sent  to 
each  tribe  in  early  January. 

There  are  over  280  tribes.  As  you — if  you  have  looked  at  the  re- 
port, and  I'm  sure  you  have,  these  are  very  complex  reports.  They 
are  this  thick.  The  tribes  simply  have  had  difficultly  understanding 
them. 

We  did  meet  with  them  in  February  to  give  them  an  overview 
of  the  methodologies  used  and  the  overall  summary  results.  We 
have  been  working  with  each  tribe  in  regional  meetings  since  then, 
three  of  which  have  taken  place  and  two  of  which  we  have  planned 
for  June  and  July. 

And  then,  after  that,  they  will  be  in  a  better  position  to  make 
a  decision  as  to  whether  they  wish  to  dispute  the  balance  or  not. 

As  I  said  in  our  opening  remarks  and  as  the  Secretary's  report 
indicates,  through  April  30,  only  some  77  tribes  have  responded, 
but  only  two  have  actually  accepted  the  balances,  and  five  have 
disputed  them,  so  we're  not  in  a  position  at  this  time  to  know  what 
the  final  resolution  of  that  is  going  to  be,  whether  there  are  going 
to  be  a  large  number  of  tribes  disputing  or  accepting. 

At  the  end  of  the  summer  we  will  be  in  a  better  position  to  make 
that  assessment,  and  we  will  be  providing  a  final  reconciliation  re- 
port on  November  15. 

Senator  McCain.  In  GAO's  written  testimony  they  indicate  that 
problems  continue,  despite  the  fact  that  in  February  of  this  year 
the  Secretary  delegated  to  you  line  authority  over  the  BIA's  Office 
of  Trust  Fund  Management  and  overall  financial  trust  functions 
within  the  BIA  area  and  agency  offices. 

In  these  efforts,  have  you  had  the  full  cooperation  of  the  Assist- 
ant Secretary  of  Indian  Affairs  and  the  BIA  leadership  at  each 
level? 
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Mr.  HoMAN.  Yes;  I  think  generally  they  have  been  very  coopera- 
tive. The  Bureau  is  under  very  severe  budget  constraints.  The 
problems  that  are  emphasized  in  this  report  are  problems  of  long- 
standing. The  Office  of  Trust  Fund  Management,  which  now  re- 
ports to  me,  is  spending  every  single  dollar  we  can  save  to  try  to 
clean  up  the  IIM  accounts,  but  essentially  we  don't  have  enough 
money  to  do  it.  Until  these  reforms  are  funded,  we  won't  be  able 
to  make  meaningful  inroads  in  clearing  up  these  exceptions. 

But  as  far  as  overall  cooperation  with  the  Bureau,  I  have  had  no 
complaints  to  date. 

Senator  McCain.  In  the  private  sector,  wouldn't  a  trustee  be  held 
financially  liable  if  it  failed  to  produce  backup  documentation  to 
reconcile  $2.4  billion,  which  is  a  full  14  percent  of  the  transactions 
it  handled  in  a  trust  account? 

Mr.  HoMAN.  I  don't  want  to  beg  the  question,  but  I'd  like  to  ask 
our  deputy  solicitor  to  answer  that  question,  Mr.  Chairman. 

Mr.  Simon.  Senator,  if  I  may,  my  name  is  Jim  Simon  from  the 
Department  of  Justice. 

Senator  I  believe  that  if  a  private  trustee  failed  to  fiilfill  the  duty 
to  properly  account  for  records,  and  if  that  failure  to  properly  ac- 
count led  to  a  loss,  then  I  think  the  private  trustee  would  be  re- 
sponsible for  the  loss. 

Senator  McCain.  Thank  you.  It  just  seems  difficult  for  most  of 
us  to  understand  how  this  could  be  going  on  for  20  to  30  years,  as 
you  pointed  out,  Mr.  Homan. 

Maybe  it's  a  commentary  as  to  the  lack  of  concern  that  we,  as 
a  Congress  and  as  a  Government,  have  about  Native  Americans.  I 
would  suggest  if  this  problem  existed  with  any  other  group  of 
Americans,  it  would  not  have  been  allowed  to  go  for  as  long  a  pe- 
riod as  it  has. 

I  appreciate  very  much  your  efforts,  Mr.  Homan.  I  know  I  speak 
for  the  entire  committee  when  I  tell  you  we  want  to  support  you 
in  every  way.  We're  very  impatient,  obviously,  but  not  nearly  as 
impatient  as  the  Native  Americans  are  who  are  directly  affected  by 
this,  both  individually  and  tribally. 

We'd  like  to  see  this  issue  brought  to  closure  one  way  or  the 
other.  Senator  Inouye  was  the  prime  sponsor  of  the  1994  act  which 
has  brought  this  situation  into  being,  but  I  know  he  shares  my 
frustration  with  the  fact  that  we  haven't  been  able  to  make  more 
progress.  I  also  understand  the  problems  you're  facing. 

I  thank  you  for  your  efforts,  and  we  want  to  maintain  close  con- 
tact with  you  as  we  proceed. 

I  hope  we  don't  have  to  act  further  legislatively,  since  the  De- 
partment of  the  Interior  is  not  in  compliance  with  the  laws  that  al- 
ready exist,  but  I  don't  know  how  to  express  the  frustration  that 
we  feel  without  perhaps  acting  to  ensure  at  least  that  funds  are 
available. 

Senator  Campbell. 

Senator  Campbell.  Thanks,  Mr.  Chairman. 

About  2  months  ago  I  lost  my  checkbook  and  my  wife  got  really 
upset,  and  I  tried  to  console  her  by  telling  her  I  didn't  lose  the 
money,  I  just  lost  the  checkbook.  I  think  that's  what  I'm  hearing 
here. 
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The  only  question  I  have  to  ask  really  is  on  the  99.4  percent  ac- 
curacy rate.  How  does  that  compare  with  other  agencies? 

Mr,  HOMAN.  I  think  the  99.4  percent  accuracy  rate  you're  talking 
about  refers  to  only  the  reconciled  items.  I  think  it's  more  correct 
to  say  that  there  is  an  86  percent  accuracy  rate. 

Senator  Campbell.  How  does  that  compare  with  other  agencies? 

Mr.  HoMAN.  I  have  no  basis  for  comparison.  The  private  sector 
standard  with  which  I  am  familiar  is  100  percent.  That  doesn't 
mean  that  every  single  exception  by  a  bank  or  trust  company  is 
found,  but  it  does  mean  that  you  have  to  clear  those  exceptions 
within  a  reasonable  period  of  time,  which  is  normally  one  account- 
ing period  or  90  days. 

Senator  Campbell.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Senator  McCain.  Thank  you. 

Senator  Simon. 

Senator  Simon.  Mr.  Chairman,  first  of  all,  I  thank  you  for  having 
this  hearing. 

I  have  to  confess  I  came  here  today,  like  I  do  frequently  to  hear- 
ings of  this  committee,  thinking  I  was  just  going  to  drop  in  for  a 
little  while  and  get  some  information.  I  have  to  say  I  am  astounded 
at  what  I  have  heard  here — $808  million  in  unreconciled  accounts. 

Two  fundamental  questions.  When  you  say  we  need  an  overhaul 
of  the  basic  system,  have  vou  indicated  to  us  or  to  the  Secretary 
or  to  anyone  what  kind  of  resources  you  need  for  an  overhaul  of 
the  basic  system? 

Mr.  HoMAN.  Yes,  Senator  Simon,  we  have.  Contained  in  my  con- 
ceptual strategic  plan  is  an  overview  of  the  cost  needed  over  3 
years,  and  that  cost  is  about  $100  million,  and  it  can  be  imple- 
mented as  soon  as  the  appropriations  are  made  available. 

If  it  is  not,  then  the  status  quo  will  continue  and  the  Govern- 
ment will  continue  to  be  exposed  to  claims  of  mismanagement. 

Senator  Simon.  Well,  $100  million  is  a  lot  of  money,  but  some- 
how— and  I  will  follow  your  lead,  Mr.  Chairman — whatever  we  can 
do  to  get  this  straightened  out. 

The  second  thing  that  startled  me,  as  you  talked  about  the 
unreconciled  funds,  you  came  up  with  $38  million  in  attorney  fees. 

Mr.  HoMAN.  Well,  we  deducted  that  from  the  $800  million  be- 
cause we  didn't  hear  any  complaints  from  the  attorneys  that  they 
didn't  get  paid,  and  so  we  didn't  feel  we  needed  to  pursue  those  any 
further. 

The  real  number  there  of  imreconciled  disbursements,  as  was 
shown  on  the  chart,  is  $694  million.  That  excludes  attorney's  fees, 
that  excludes  certain  professional  witness  fees  that  we  have  re- 
ceived no  complaints  on. 

Senator  Simon.  But  even  getting  down  to  $694  million,  that  star- 
tles me.  But  I  have  to  say  I  am  startled  by — and  this  is  not  your 
responsibility,  but  I  am  startled  by  an  expenditure  of  $38  million 
for  attorney  fees  when  tribes  have  such  huge  needs  in  education 
and  health  care  and  other  things,  that  we're  spending  that  kind  of 
money. 

Do  you  have  any  observations  as  a  trustee  of  that  expenditure, 
or  is  that  beyond  your  purview? 
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Mr.  HoMAN.  I  think  Mr.  Christie  probably  has  a  better  answer 
than  I  would  be  able  to  give  on  the  history  here. 

Mr.  Christie.  These  are  awards,  mainly  awarded  under  the  In- 
dian Claims  Act,  and  the  attorneys  are  normally  paid  10  percent 
of  the  award,  so  their  money  comes  right  off  the  top.  Once  the  ap- 
propriation amount  comes  from  the  Treasury,  they're  the  first  ones 
to  get  paid.  That's  why  it's  so  large.  It's  the  representation  for  the 
judgment  awards. 

Mr.  Simon.  Senator  Simon,  if  I  may  add  to  that,  my  understand- 
ing is  that  the  attorney  fee  awards  are  established  by  statute  in 
those  cases. 

Senator  Simon.  All  right.  I'm  not  satisfied  with  that,  but  I  under- 
stand. 

Senator  McCain.  Probably  a  bunch  of  lawyers  wrote  it.  [Laugh- 
ter.] 

Senator  Simon.  And  then  I  read — and  this  is  not  from  you,  but 
from  our  general  counsel,  talking  about  individual  Indian  money 
trust  accounts, 
No  similar  effort  has  been  directed  at  the  individual  trust  accounts. 

Any  future  efforts  to  reconcile  IIM — Individual  Indian  Monev — 

trust  accounts  will  encounter  the  same  or  worse  problems  that 

confronted  the  effort  to  reconcile  tribal  trust  accounts. 

Is  that  an  accurate  statement? 

Mr.  HoMAN.  Yes,  Senator  Simon;  that  is  an  accurate  statement. 
I  agree  with  it. 

At  the  time  we  were  looking  at  reconciling  the  overall  tribal  trust 
accounts,  the  Government  did  take  a  look  at  what  it  would  cost  to 
reconcile  the  IIM  accounts,  which  are  the  individual  Indian  money 
accounts,  and  there  is  about,  at  any  one  time,  between  $400  and 
$500  million  in  those  accounts. 

But  the  outside  contractor  in  1992  estimated  it  would  take  ap- 
proximately $108  million  to  $281  million  just  to  go  through  a  simi- 
lar reconciliation  project. 

So  the  Grovernment  collectively — the  Congress  and  the  adminis- 
tration at  the  time — decided  not  to  go  forward  with  that  type  of 
reconciliation,  but  to  work  toward  improving  that  system,  instead. 

In  my  strategic  plan  we  have  dedicated  some  $22  million  toward 
fixing  that  system,  and  it  only  awaits  funding. 

Senator  Simon.  Where  you  have  a  trust  account  set  up,  are  peo- 
ple being  protected  adequately?  If  you  set  up  an  account,  the  John 
McCain  trust  account,  is  John  McCain  bemg  adequately  protected? 

Mr.  HoMAN.  No;  I  think  the  condition  of  the  records  and  the  con- 
dition of  the  trust  systems  are  as  bad  or  worse  than  they  exist  for 
the  tribal  accounts,  as  indicated  by  the  results  of  the  reconciliation 
project. 

For  example,  we  have  over  50,000  of  those  300,000  accounts 
whereabouts  unknown,  and  there  are  some  $44  million  in  those  in- 
dividual accounts.  One  account  has  over  $1  million  in  it.  There  are 
15,000  accounts,  as  I  indicated  in  my  strategic  plan,  that  belong  to 
former  minors  who  should  have  been  paid  upon  reaching  the  age 
of  majority. 

There  are  some  legitimate  reasons  why  some  of  this  doesn't  take 
place.  Checks  come  back.  People  move.  But  these  are  extraordinary 
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numbers  of  exceptions  by  anybody's  standards  and  should  be  ad- 
dressed and  cleared  up. 

Senator  SiMON.  I  could  not  agree  with  you  more. 

Mr.  Chairman,  you  are  our  leader  on  this,  and  I  commend  you 
for  having  this  hearing.  Obviously,  we  have  a  job  to  do  here,  smd 
I  will  follow  your  leadership  on  this. 

Senator  McCain.  Thank  vou  very  much.  Senator  Simon. 

I  might  point  out,  in  today's  news  media  there  are  reports  that 
the  tribes,  themselves,  are  now  going  to  sue  or  bring  suit  on  the 
issue  of  the  individual  accounts.  I  don't  know  exactly  what  comes 
of  all  that,  but  I  think  it's  clear  that  the  tribes  felt  that  by  taking 
that  step  that  they  are  unable  to  receive  the  kind  of  services  that 
they  are  guaranteed  under  the  Constitution. 

Do  you  have  any  comment  on  that,  Mr.  Homan? 

Mr.  Homan.  I  have  no  comment  on  the  litigation.  That's  our  pol- 
icy not  to  comment. 

One  of  these  gentlemen  may  want  to  address  that. 

Mr.  Cohen.  Mr.  Chairman,  if  I  may  interject  for  one  moment,  we 
are  somewhat  concerned  about  the  future  with  regard  to  the  IIM 
accounts.  The  President's  appropriation  request  included  funds  to 
address  and  put  in  place  a  better  accounting  system  specifically  for 
IIM.  We're  not  off  to  a  great  start  over  in  the  House  Appropriations 
Subcommittee,  and  we're  hoping  that  we  can  work  with  this  com- 
mittee to  tiy  to  resurrect  those  funds  on  the  Senate  side  and  hope- 
fully in  conference. 

Senator  McCain.  Well,  let  me  just  say  that  I  appreciate  your 
bringing  that  up.  We  have  to  provide  the  necessary  funds  to  them 
to  reconcile  these  accounts.  Otherwise,  we'll  be  derelict  in  our  du- 
ties, and  I  can  assure  you  we'll  work  on  this  side  and  try  to  explain 
to  our  friends  on  the  other  side  of  the  Capitol  how  important  it  is 
for  us  to  get  this  done. 

Mr.  Homan,  I  want  to  thank  you  for  your  hard  work.  I  want  to 
thank  you  for  the  progress  that  you've  made.  At  the  same  time,  I 
think  tnere  is  a  great  deal  more  to  be  done. 

One  of  the  options  that  Senator  Inouye  and  I  will  be  examining 
will  be  to  just  take  this  whole  thing  out  of  the  hands  of  the  BIA, 
because  a  20-  to  30-year  record  of  total  mismanagement  is  a  na- 
tional disgrace.  It's  also  a  disgrace  that  we,  in  the  Congress,  and 
the  American  people,  have  allowed  this  to  go  on  as  long  as  it  has. 

I  want  to  thank  you. 

Do  you  have  any  further  comments  you'd  like  to  make? 

[No  response.] 

Senator  McCain.  I  have  a  final  question.  When  do  you  think 
you'd  be  prepared  to  come  back  before  the  committee  with  informa- 
tion or  recommendations  that  we  can  act  on? 

Mr.  Homan.  Well,  you  have  my  report.  The  Congress  can  act  on 
those  at  any  time.  I  urge  them  to  do  so  and  not  await  for  the  com- 
pletion and  all  the  I's  and  Ts  crossed  and  dotted  in  my  final  report. 

As  soon  as  the  appropriations  are  available,  we  can  proceed. 

Senator  McCain.  Thank  you  very  much. 

I  want  to  thank  the  witnesses.  Thank  you  for  being  here  this 
morning. 

Our  next  witness  is  Linda  Calbom,  who  is  the  director  of  civil  au- 
dits of  the  General  Accounting  Office.  She's  accompanied  by  Tom 
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Armstrong,  who  is  the  counsel;  and  Gayle  Fischer,  who  is  the  as- 
sistant director  of  the  civil  audits. 

Welcome,  Ms.  Calbom.  Thank  you.  Please  proceed  with  your 
statement  in  whatever  way  you  feel  necessary.  Your  entire  state- 
ment will  be  made  part  of  the  record. 

STATEMENT  OF  LINDA  CALBOM,  DIRECTOR,  CIVIL  AUDITS, 
GENERAL  ACCOUNTING  OFFICE,  WASHINGTON,  DC,  ACCOM- 
PANIED  BY  TOM  ARMSTRONG,  COUNSEL;  AND  GAYLE  FISCH- 
ER,  ASSISTANT  DIRECTOR 

Ms.  Calbom.  Thank  you. 

Mr.  Chairman  and  Senator  Simon,  we  appreciate  the  opportunity 
to  be  here  today  to  discuss  our  work  on  the  Department  of  the  Inte- 
rior's management  of  the  Indian  trust  funds. 

My  statement  today  summarizes  our  assessment  of  Interior's  ef- 
forts to  reconcile  Indian  trust  fund  accoimts,  discusses  the  useful- 
ness of  a  legislated  settlement  process  as  a  means  for  resolving  dis- 
putes of  account  balances,  and  provides  information  on  the  status 
of  Interior's  trust  fund  management  improvement  initiatives  which 
are  needed  to  ensure  that  trust  fund  accounts  will  be  accurate 
going  forward. 

In  the  interest  of  time,  I  will  only  briefly  summarize  these  points. 
As  you  indicated,  I  would  request  that  my  statement  be  submitted 
for  the  record  in  its  entirety. 

As  discussed  in  our  report  issued  last  month,  while  Interior  has 
brought  its  reconciliation  process  to  a  close,  tribal  accounts  could 
not  be  fully  reconciled  due  to  missing  records  and  the  lack  of  an 
audit  trail  in  Interior's  accounting  systems. 

In  addition,  the  report  package  that  Interior  provided  to  tribes 
in  January  of  this  year  did  not  make  evident  the  limitations  of  the 
reconciliation  process. 

For  example,  nowhere  in  the  package  did  Interior  describe  the 
numerous  changes  in  reconciliation  scope  and  methodology  or  the 
procedures  that  had  been  planned  but  were  not  performed. 

Further,  as  we've  discussed  here  today,  due  to  cost  considerations 
and  the  potential  for  missing  records,  individual  Indian  trust  fund 
accounts  were  not  included  in  the  reconciliation  project. 

As  you  can  imagine,  tribes  have  expressed  concerns  about  the 
scope  and  results  of  the  reconciliation  process. 

As  Mr.  Homan  indicated,  to  date  only  two  tribes  have  accepted 
their  reconciliation  results,  five  tribes  have  disputed  the  results, 
and  the  remaining  tribes  have  yet  to  decide  whether  to  dispute  or 
accept  their  account  balances. 

If  Interior  is  unable  to  resolve  tribes'  concerns  about  the  rec- 
onciliations, a  legislated  settlement  process  could  be  used  to  resolve 
disputes  about  account  balances. 

Our  September  1995,  report  contained  drafl  legislation  outlining 
such  a  settlement  process.  We  prepared  the  report  at  the  request 
of  your  committee  and  the  House  Committee  on  Resources  to  initi- 
ate discussions  on  options  for  resolving  disputed  balances. 

The  unreconciled  accounts,  however,  are  only  a  symptom  and  not 
a  cause  of  Interior's  trust  fund  management  problems.  While  Inte- 
rior has  initiated  several  management  improvement  actions  over 
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the  last  3  years,  the  needed  improvements  will  take  several  years 
to  complete. 

In  the  meantime,  current  trust  fund  management  and  accounting 
systems  and  controls  remain  inadequate  to  ensure  accurate  trust 
fund  accounting  and  asset  management. 

Unless  Interior  corrects  its  longstanding  weaknesses  in  these 
areas,  it  may  be  faced  with  additional  reconciliations  and  settle- 
ments in  the  future  that,  as  we've  discussed  today,  are  very  costly. 

The  appointment  of  the  special  trustee  for  American  Indians  was 
an  important  step  in  establishing  high-level  leadership  at  Interior 
for  Indian  trust  fund  management.  As  you  know,  the  Office  of  the 
special  trustee  was  implemented  in  February  of  this  year.  The  spe- 
cial trustee  has  recently  developed  a  concept  paper,  which  he  was 
discussing  today,  that  outlines  the  needed  trust  fund  management 
improvements.  This  concept  paper  is  a  positive  first  step,  but  will 
need  to  be  expanded  to  include  various  options  and  alternatives 
and  their  associated  costs  and  benefits,  and  will  ultimately  need  to 
be  developed  into  a  comprehensive  strategic  plan. 

The  bottomline  here  is  that  solving  Interior's  trust  fund  manage- 
ment problems  will  require  comprehensive  planning,  management 
commitment  across  all  Indian  trust  fund  program  offices,  and,  of 
course,  additional  resources. 

That  concludes  my  prepared  comments.  I'd  be  happy  to  answer 
any  questions  that  you  may  have. 

[Prepared  statement  of  Ms,  Calbom  appears  in  appendix.] 

Senator  McCAESf.  Thank  you  very  much,  Ms.  Calbom. 

On  page  10  of  your  written  testimony  you  state,  "There  is  no  as- 
surance that  the  ownership  information  in  BIA's  accounting  system 
is  accurate."  Why  is  that? 

Ms.  Calbom.  There  are  problems  such  as — when  land  is  trans- 
ferred, or  there  are  sales,  tnat  kind  of  situation — with  hold-ups  in 
that  information  being  submitted  and  recorded  in  the  systems.  In 
addition  there  are  data  consistency  problems  between  the  different 
systems  that  are  operating.  Some  systems  are  driving  the  account- 
ing, some  systems  are  driving  the  actual  ownership.  It's  a  basic 
problem  witn  the  systems.  The  bottomline  here  is  the  systems  are 
norrible.  That's  what  Mr.  Homan  was  indicating,  and  what  we 
have  concluded  based  on  everything  that  we've  seen  over  the  years 
in  the  work  that  we've  done. 

Senator  McCain.  Have  you  ever  seen  anything  like  this? 

Ms.  Calbom.  I  was  in  the  private  sector  for  about  11  years — in 
public  accounting — and,  as  I've  told  others,  this  situation  is  much 
worst  than  the  worse  client  that  I  ever  saw  in  the  private  sector, 
and  I  had  some  real  basket  cases.  [Laughter.] 

Senator  McCain.  Again,  on  page  11  you  say. 
As  a  result,  BIA  does  not  know  the  total  number  of  leases  that  it 

is  responsible  for  managing  or  whether  it  is  collecting  revenues 

from  all  active  leases. 

How  in  the  world  can  you  ever  get  a  reconciliation  if  BIA  doesn't 
know  the  total  number  of  leases  that  its  responsible  for  managing 
or  whether  it's  collecting  revenues  from  all  active  leases?  Where  is 
the  light  at  the  end  of  the  tunnel  here? 

Ms.  Calbom.  You  really  can't.  You're  right.  The  reconciliation 
really  was  only  related  to  records  that  they  can  find,  and  this  is 
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one  of  the  big  concerns  that  we've  had  all  along,  the  fact  that  the 
universe  of  leases  is  not  known. 

It  is  not  only  leases.  There  are  other  types  of  transactions  for 
which  the  real  universe  is  not  known  at  this  time. 

We  believe  that's  one  of  the  important  things  that  needs  to  be 
addressed.  BIA  needs  to  go  out  there  and  make  an  inventory  of  the 
leases,  establish  an  accounts  receivable  system  so  it  knows  what's 
due  to  the  tribes,  and  then  followup,  as  any  commercial  enterprise 
would  do.  You  know  what's  owed  to  you  and  you  followup  and 
make  sure  that  it  gets  collected  in  a  timely  manner. 

Senator  McCain.  And  none  of  that's  been  done? 

Ms.  Calbom.  None  of  that's  been  done. 

Senator  McCain.  Again,  in  your  written  statement  you  say,  "In 
addition,  BIA  and  OTFM  have  not  developed  a  comprehensive  set 
of  trust  fund  management  policies  and  procedures." 

How  long  ago  were  they  told  that  they  should  develop  a  com- 
prehensive set  of  trust  fund  management  policies  and  procedures? 

Ms.  Calbom.  I  think  that  it's  been  some  time  ago.  I  don't  know 
the  exact  date,  but  I  know  that  in  preparing  for  this  hearing,  many 
of  the  reports  that  I  read  that  GAO  has  issued,  have  included  rec- 
ommendations to  that  effect. 

I  don't  know,  Gayle,  if  you  know  any  more  details  on  that. 

Senator  McCain.  Ms.  Fischer,  1  year,. 2  years,  5  years? 

Ms.  Fischer.  Beginning  with  our  April  1991,  testimony  to  the 
House  Appropriations  Committee. 

Senator  McCain.  So  at  least  5  years  ago  the  BIA  was  told  that 
they  should  develop  a  comprehensive  set  of  trust  fund  management 
policies  and  procedures? 

Ms.  Fischer.  That  is  right. 

Senator  McCain.  And  they  acknowledge  they  have  not  done  that 
yet? 

Ms.  Fischer.  That's  true. 

Ms.  Calbom.  I  think,  Mr.  Chairman,  there  has  been  some 
progress  made  recently,  and  we  do  indicate  some  of  the  progress 
that's  been  made  in  our  testimony;  however,  one  of  the  issues  that 
I  see  is  that  BIA  does  not  have  a  comprehensive  set  of  policies  and 
procedures.  It  has  been  piecemeal,  for  one  thing.  But  one  of  the  big 
things  is  the  internal  controls  that  are  necessary  are  just  not  in 
place. 

Policies  and  procedures  are  no  good  unless  you've  got  controls  to 
make  sure  they're  being  implemented  as  planned,  and  that's  a 
major  problem,  as  well. 

Senator  McCain.  In  your  "GAO  observations"  on  page  13 — and, 
by  the  way,  this  is  an  excellent,  in-depth  report,  in  my  view,  and 
I  appreciate  it. 

Ms.  Calbom.  Thank  you. 

Senator  McCain.  "Three  major  factors:  Lack  of  comprehensive 
planning,  lack  of  management  commitment  across  the  organization, 
and  limited  resources." 

First  of  all,  limited  resources  may  be  the  fault  of  Congress.  Do 
you  agree? 

Ms.  Calbom.  That's  where  the  resources  come  from. 
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Senator  McCain.  Exactly.  So  I  think  the  record  ought  to  be  clear 
that  Congress  perhaps  has  not  carried  out  our  end  of  the  bargain 
in  this  effort,  as  well. 

Let  me  go  back  to  probably  the  most  disturbing  factor  to  me: 
Lack  of  management  commitment  across  the  organization. 

Can  you  elaborate  on  that  conclusion? 

Ms.  Calbom.  Yes;  I  think  the  problem  that  we're  seeing  is  that 
it  has  been  this  way  for  so  long,  and  that's  what  Mr.  Homan  is  in- 
dicating, as  well,  and  people  are  not  changing  their  ways.  There 
are  policies  and  procedures  that  were  developed  and  were  put  out 
to  the  field,  but  they  aren't  being  followed  and  there  is  no  followup 
to  make  sure  they're  being  followed,  as  I  was  mentioning  earlier — 
the  control  issue. 

But  I'd  like  to  let  Ms.  Fischer  address  some  of  the  specifics  for 
you  on  that  issue,  if  I  may. 

Senator  McCain.  Okay. 

Ms.  Fischer.  This  is  a  problem  across  BIA's  offices.  As  you 
know,  BIA  is  organized  with  an  Office  of  Trust  Responsibility.  BIA 
also  has  12  area  offices  and  about  85  agency  offices,  and  I  think 
about  49  BIA  agency  offices  are  still  involved  in  trust  fund  account- 
ing functions — not  counting  the  OTR  realty  functions  and  land 
ownership  functions  that  are  also  performed  at  the  agency  offices. 
So  you've  got  60,  or,  depending  on  how  you  look  at  it,  maybe  100 
different  BIA  offices  involved  in  trust  management. 

They  are  not  performing  functions  consistently;  theVre  not  fol- 
lowing procedures  consistently.  OTFM  has  not  been  able  to  effec- 
tively implement  its  quality  assurance  review  of  these  functions  be- 
cause of  budget  cuts  it  has  had  in  1995  and  1996. 

We  have  indications  from  our  work  that  not  all  individual  Indian 
account  holders  are  receiving  account  statements.  Where  they  are 
supervised  accounts,  guardians  should  be  receiving  those  IIM  ac- 
count statements.  Not  every  agency  superintendent  is  releasing 
those  statements  to  the  guardians.  They  are  holding  them. 

It  was  2  or  3  years  ago — and  we  understand  this  hasn't 
changed — when  we  looked  at  selected  agency  offices  and  their  bill- 
ing practices  we  found  that  they  did  not  have  an  automated  ac- 
counts receivable  system;  they  nad  a  manual  tickler  file  in  most 
cases.  They  would  send  a  bill  out;  but,  they  would  not  know  wheth- 
er the  entire  amount  of  the  bill  was  collected — whether  it  was  a 
partial  payment  or  nonpayment  in  order  to  followup,  in  all  cases. 

We  understand  the  trust  fund  loss  policy  was  issued  to  area  and 
agency  offices.  However,  there  is  not  a  clear  indication  that  those 
new  policies  are  being  followed. 

With  regard  to  daily  cash  reconciliations,  there  are  ongoing  rec- 
onciliations that  the  field  offices  are  performing  now  and  they  need 
to  resolve  discrepancies  timely.  OTFM  has  been  trying  to  get  out 
there  and  ensure  that's  done,  but  OTFM  is  finding  that  it's  not 
being  automatically  done,  and  the  field  offices  need  a  lot  of  help. 

That's  one  of  the  reasons  we  believe  centralization  of  some  of 
these  functions  in  terms  of  detailed  accounting  and  processing 
would  be  helpful,  because  it  would  force  standardization,  which  you 
can't  achieve  now. 

Senator  McCain.  It  seems  to  me  that  this  may  argue  again  for 
removal  of  this  entire  responsibility  from  the  BIA. 
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Have  you,  Ms.  Calbom,  any  rough  estimate  as  to  how  much  fund- 
ing is  necessary  in  order  to  move  mis  process  forward? 

Ms,  Calbom.  Mr.  Chairman,  we  have 

Senator  McCain.  Roughly.  Maybe  you  want  to  submit  it  for  the 
record.  I  don't  know. 

Ms.  Calbom.  We  haven't  done  any  work  that  would  allow  us  to 
make  that  kind  of  an  estimate.  What  really  is  needed  to  do  that, 
which  is  what  we  do  indicate  in  our  testimony,  is  this  comprehen- 
sive strategic  plan.  I  think  that  you  need  to  look  at  the  various  al- 
ternatives and  options  and  the  cost-benefits  of  those. 

We  have  looked  at  the  concept  paper  that  Mr.  Homan  has  pre- 
pared, but,  as  we  noted,  we  think  that  other  avenues  need  to  be 
explored  in  coming  up  with  a  cost  estimate.  However,  that  would 
be  a  very  significant  effort. 

Senator  McCain.  If  you  accept  the  premise  that  we're  never 
going  to  find  a  lot  of  these  records — ^tragically,  I  think  we  have  to 
accept  that — then  are  you  going  to  have  to  go  ultimately  to  some 
kind  of  reconciliation  or  mediation  process  where  the  parties  come 
in  and  say — ^you  know,  you  sort  of  try  to  make  the  best  of  what  in- 
formation you  have.  Is  that  going  to  be  the  ultimate  result  of  all 
of  this? 

Ms.  Calbom.  I  agree  with  you.  I  really  don't  think  there  is  much 
more  that  can  be  done  as  far  as  this  reconciliation  process  at  this 
stage.  What  we  have  reported  is  that  a  legislated  settlement  proc- 
ess is  a  potential  means  to  resolve  this  issue. 

Mr.  Tom  Armstrong  from  our  Office  of  General  Counsel  maybe 
could  say  a  few  words  about  what  that  would  entail. 

Mr.  Armstrong.  Mr.  Chairman,  I  guess  it  was  about  a  year  ago 
when  we  testified,  and  we  came  to  the  conclusion  that — as  you  say, 
the  tragic  conclusion — that  the  records  are  not  there. 

We  were  brainstorming  back  at  GAO  about  how  can  you  accom- 
modate that  in  a  way  to  bring  some  finality  to  this  whole  process 
so  that  you  preserve  the  rights  of  both  parties  and  you  do  it  in  a 
way  that  is  not  going  to  be  costly  to  either  party?  That's  when  we, 
in  doing  literature  searches  and  talking  to  attorneys  out  in  the 
field,  came  up  with  the  idea  of  mediation  £md  arbitration. 

That's  what  we  proposed  in  the  draft  legislation  that  we  sent  for- 
ward to  you  in  the  fall,  because  we  felt  that  mediation  and  arbitra- 
tion would  give  both  parties  a  bit  more  flexibility,  and  that  it  would 
result  in  some  finality,  the  account  balances  would  be  resolved. 
Evidence  shows  that  it's  not  as  costly  a  dispute  resolution  process 
as  litigation  would  be. 

But  we  felt  that  with  the  condition  of  the  evidence,  that  really 
the  only  options  available  to  Congress  and  the  tribes  and  the  Gov- 
ernment would  be  litigation,  some  sort  of  mediation  or  arbitration, 
or  just  some  sort  of  legislated  amount  for  the  accounts,  which 
would  be  very  difficult  to  do. 

Senator  McCain.  And  I  don't  think  that  Congress  would  object 
to  such  a  solution  as  you  are  proposing,  but  I  don't  see  how  we 
could  go  forward  with  that  proposal  unless  we  have  some  kind  of 
assurance  that  the  problem  is  cured. 

Right  now,  I  have  absolutely  no  confidence  that  this  problem  is 
not  only  not  being  addressed  but  is  still  the  subject  of  gross  mis- 
management. 
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Ms.  Calbom. 

Ms.  Calbom.  Mr.  Chairman,  that's  one  of  the  issues  that  we're 
concerned  with,  as  well. 

When  we  put  forward  this  proposal  of  a  legislated  settlement 
process,  it  was  our  anticipation  that  they  would  have  begun  curing 
the  systems  problems  and  that  would  be  part  of  the  solution  going 
forward,  but,  you  know 

Senator  McCain.  Clearly  they  are  not. 

Ms.  Calbom.  They  are  not. 

Senator  McCain.  Senator  Simon. 

Senator  Simon.  Again,  first  of  all,  I  want  to  thank  those  from 
GAO.  I  am  just  astounded  at  all  of  this. 

When  you  say 
many  of  our  past  recommendations  for  management  improvements, 

while  BIA  and  OTFM  have  begun  actions  to  address  many  of  our 

past  recommendations  for  management  improvements,  progress 

has  been  limited. 

We're  just  inching  ahead,  I  gather.  We're  really  not  moving  on 
this  problem  in  an  aggressive  way;  is  that  correct? 

Ms.  Calbom.  I  thinlc  that's  correct.  I  think  that  the  actions  that 
have  been  taken,  as  I  was  mentioning  before,  have  been  piecemeal 
type  actions,  and  we  really  need  to  do  a  comprehensive  overhaul 
here. 

FirsL  you've  got  to  have  a  good  strategic  plan  so  you're  analyzing 
the  different  alternatives  and  options  and  looking  at  those  different 
costs  and  benefits,  but,  yes,  there  needs  to  be  a  major  change  here 
to  correct  these  problems. 

Senator  Simon.  And  some  of  the  things — ^for  example,  you  say, 
"BIA  does  not  have  a  master  lease  file  as  a  basis  for  determining 
its  accounts  receivable." 

Ms.  Calbom.  Right. 

Senator  Simon.  That's  not  an  expensive  item.  Some  basics  clearly 
ought  to  be  done. 

Mr.  Chairman,  when  you  say  we  have  to  look  at  alternatives  at 
BIA,  I  am  willing  to  take  a  look  at  something  else. 

It  occurs  to  me  that  we  ought  to  ask  the  Secretary  of  the  Interior 
to  come  in  and  testify  on  this.  I'm  not  suggesting  that  this  is  his 
fault,  because  this  has  happened  over  a  long  period  of  years. 

Senator  McCain.  Many  years. 

Senator  Simon.  But  clearly  we  have  to  get  the  attention  of  top 
administrators,  as  well  as  our  colleagues  in  Congpress,  that  this  sit- 
uation has  to  change. 

I  am  rarely  startled  when  I  go  into  a  hearing,  but  I  have  to  say 
I  have  really  been  stunned  by  what  I  have  heard  this  morning,  and 
I  thank  you  for  having  the  hearing. 

Senator  McCain.  Thank  you  very  much. 

Secretary  Babbitt  was  invited  to  attend  this  hearing  with  Mr. 
Roman  and  declined  to  do  so.  I  regret  that.  Perhaps  we  can 

Senator  Simon.  I  think  that  should  be  pursued  further,  and  I 
would  be  happy  to  join  in  that  request.  I'm  sure  the  vice  chair 
would  be  happy  to  join  in  that  request. 

When  you  have  this  kind  of  money  floating  around  without  clear 
accounting,  the  abuse  that  it  invites  is  the  kind  of  thing  that  really 
causes  people  to  lose  confidence  in  Government. 
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We  have  an  obligation  to  a  lot  of  people.  I  think  the  invitation 
to  Secretary  Babbitt  has  to  be  pursued,  and  I  would  be  happy  to 
call  him  or  whatever  I  can  do  to  be  of  assistance  on  that,  but  I 
think  we  have  to  have  top  people  come  in  here,  and  they  have  to 
understand  we  have  to  have  some  changes  here. 

Senator  McCain.  Thank  you  very  much,  Senator  Simon. 

I  want  to  thank  all  of  you,  and  I  appreciate  your  efforts.  We'll 
continue  to  work  with  you,  and  I  want  to  assure  you  that  we  will 
not  give  up  on  this  issue.  It's  terribly  frustrating  and  terribly  pain- 
ful and,  unfortunately,  indicative  all  too  often  of  our  Government's 
treatment  of  Native  Americans,  but  that  doesn't  mean  that  we 
should  give  up  our  efforts  to  see  that  these  individuals  and  tribes 
receive  the  benefits  which  are  rightfully  theirs. 

I  thank  you.  I  thank  the  witnesses. 

Ms.  Calbom.  Thank  you,  Mr.  Chairman. 

Senator  McCain.  Now  we  have  Mr.  Eric  Davenport,  who's  the 
chairman  of  the  Inter-Tribal  Monitoring  Association  of  Indian 
Trust  Funds  from  Juneau,  Alaska;  and  Ivan  Makil,  president  of 
Salt  River-Pima  Maricopa  Indian  Community  and  member  of  the 
Advisory  Board  of  the  Special  Trustee. 

We  welcome  both  witnesses.  I  want  to  make  sure  you  know  that 
your  entire  statement  will  be  made  part  of  the  record,  and  I  want 
to  especially  thank  both  of  you  for  your  efforts  and  the  very  impor- 
tant and  vital  input  that  you  make  into  this  process. 

Mr.  Davenport,  welcome. 

STATEMENT  OF  D.  ERIC  DAVENPORT,  CHAIRMAN,  INTER-TRIB- 
AL MONITORING  ASSOCIATION  OF  INDIAN  TRUST  FUNDS, 
JUNEAU,  AL 

Mr.  Davenport.  Good  morning,  Mr.  Chairman  and  members  of 
the  committee.  Thank  you  very  much  for  scheduling  this  oversight 
hearing  on  this  critical  issue  to  Indian  country. 

My  name  is  Eric  Davenport.  My  Tlingit  name  is  Tukahan.  I  am 
the  chairman  of  the  Inter-Tribal  Monitoring  Association  on  Indian 
Trust  Funds  and  the  executive  officer  for  the  Central  Council  of 
Tlingit  and  Haida  Indian  Tribes  in  Juneau,  AK 

I  wanted  to  talk  about  three  main  issues  this  morning:  First  of 
all,  the  reconciliation  report,  what  it  involves  and  what  it  does  not 
involve;  the  trust  fund  management  reforms  that  have  been  imple- 
mented to  date  and  some  of  the  reforms  that  are  needed  yet  to 
occur;  and  then,  finally,  the  need  for  the  committee's  continuing 
support  and  oversight  on  this  issue. 

I  think  it's  important  that  we  remember  that  the  Trust  Fund  Re- 
form Act  of  1994  requires  that  the  special  trustee  ensure  that  all 
tribes  receive  a  fair  and  accurate  accounting,  and  that  the  respon- 
sibility to  date  has  not,  in  fact,  been  met. 

We  have  talked  about  the  amount  of  money,  $20  million  in  5 
years  in  doing  this  task,  but  then,  when  it's  all  said  and  done,  Ar- 
thur Andersen  disclaims  the  reconciliation  as  "not  an  audit  made 
in  accordance  with  generally-accepted  audit  procedures."  And  they 
also  do  not  express  an  opinion  on  any  of  the  work  elements  of  their 
reconciliation  report. 


20 

One  of  the  things  that  this  committee  needs  to  keep  in  mind  is 
that  when  we  initiated  this  effort,  we  initiated  it  with  a  very  broad 
perspective,  broad  scope.  We're  going  to  take  a  look  at  this  issue. 

Over  the  course  of  the  5-year  effort,  there  were  at  least  nine,  pos- 
sibly more,  official  modifications  to  the  contract.  There  were  over 
120  unofficial  issue  papers  issued.  Each  of  these  modifications  to 
the  contract  narrowed  the  scope,  narrowed  the  scope,  and  narrowed 
the  scope. 

So  what  we  have  now  is  a  very  limited  view  of  the  real  issue, 
not  a  broad  picture  of  what  we  had  started  out  and  what  you  had 
started  out  wanting  to  see. 

The  Trust  Fund  Reform  Act  requires  that  each  tribe  either  dis- 
pute the  report  or  accept — dispute  their  balances  or  accept  their 
balances,  and  there  was  a  provision  to  request  a  continuation  of 
time  for  them  to  consider  the  issues  there. 

It  may  be  possible  for  some  tribes  to  actually  come  to  concur- 
rence. There  were  two  that  accepted  the  report,  five  declined,  many 
said  they  needed  more  time,  but  there  may  be  some  tribes  that 
have  limited  amounts  of  funds  in  their  account  and  they — and  little 
amount  of  activity,  and  they  may,  in  fact,  be  able  to  reach  some 
kind  of  negotiated  settlement  with  the  Government.  If  that's  the 
case,  then  we  encourage  them  to  do  that. 

On  the  other  hand,  it  seems  certain  that  many  tribes,  if  not 
most,  with  substantial  amounts  of  money  don't  have  the  informa- 
tion necessary  to  enter  into  any  kind  of  settlement  agreement  on 
this  issue.  The  data  isn't  there. 

So  it's  critically  important  that  this  committee  not  be  mislead 
into  thinking  that  we  are  now  moving  into  a  settlement  process,  be- 
cause more  information  must  be  obtained  before  tribes  can  really 
go  to  the  table  and  begin  to  talk  about  some  of  the  issues  at  hand 
here. 

I  don't  want  to  recant  much  of  the  information  that  we've  talked 
about  and  what  the  reconciliation  report  doesn't  include.  We've  all 
talked  about  the  $2.4  billion.  I  do  think  that  it's  important,  though, 
to  hit  a  couple  items  that  we  haven't  talked  about  thus  far. 

First  of  all,  the  $17.8  billion  from  which  that  $2.4  billion  is  miss- 
ing relates  to  the  non-investment  transactions.  During  that  20-year 
period,  there  was  $200  billion  in  investment  transactions.  That  was 
not  considered.  That  was  not  reconciled. 

So  if  we  put  that  into  some  perspective  and  we  look  at  the  $2.4 
billion  on  $20  billion,  that  represents  10  percent  of  unreconcilable 
information. 

If  we  expand  that  now  to  the  $200  billion  in  investment  trans- 
actions and  we  assume  a  similar  10  percent,  we're  talking  about 
$20  billion,  and  we  haven't  begun  to  talk  about  the  missing  leases 
that  can't  be  identified  and  a  lot  of  the  other  things. 

So  when  we  talk  about  $2.4  billion  and  we  talk  about  the  rec- 
onciliation, we're  talking  about  the  tip  of  the  iceberg.  We're  talking 
about  some  very  limiteci,  very  narrow-scoped  issues.  We're  not  talk- 
ing about  the  broader  picture. 

It  is  also  important  to  note  that  there  were  no  beginning  bal- 
ances. We've  talked  about  mismanagement  for  20  or  30  years.  Well, 
you  have  to  realize  that  the  trust  fund  accounts  for  many  tribes  ex- 
tend more  than  100  years,  and  there  is  no  beginning  balance  at 
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1972.  There  is  no  magic  here  that  says  at  1972  what  that  balance 
is  that  they  began  to  reconcile  against  is  accurate  there.  It  didn't 
just  all  of  the  sudden  get  out  of  whack.  It  was  out  of  whack  then. 
So  there  is  no  beginning  balance  at  the  start  of  the  reconciliation 
process,  and  I  think  that  needs  to  be  pointed  out. 

Finally,  in  many  tribes  up  to  50  percent  of  the  documentation 
was  missing  for  support  of  that  transactional  activity  during  that 
time,  so  in  many  cases  we're  talking  about  some  very  large  num- 
bers. 

We  pointed  out — and  I  would  be  remiss  if  I  didn't  comment  that 
the  reconciliation  did  not  deal  with  the  IIM  issue,  the  individual 
Indian  money  accounts.  There  are  300,000  such  accounts,  up  to 
$500  million  in  these  funds.  That's  very  important.  Nor  did  it  ad- 
dress several  of  the  trust  accounts  which  the  Government  has  man- 
aged on  behalf  of  Alaska  Natives  during  the  Claims  Settlement 
Act. 

Both  of  these  require  the  fairness  of  reconciliation  that  was  given 
to  the  tribal  accounts. 

The  second  point  that  I  want  to  make  deals  with  the  reforms 
that  have  been  made  and  what  yet  needs  to  be  done. 

First  of  all,  I  want  to  commend  Mr.  Homan.  I  have  been  involved 
in  this  issue  from  1991  on.  In  recent  years  I've  heard  many  testi- 
monies by  the  Department.  Mr.  Roman's  testimony  was  as  forth- 
coming as  we  have  heard.  It's  good  to  see  that  somebody  in  that 
position  is  now  coming  forward  and  speaking  what  is  actually  out 
there. 

But  I  think  that  we  need  to  also  realize  that  during  these  last 
5  years  that  the  Office  of  Trust  Fund  Management,  OTFM,  has 
been  reorganized. 

The  number  of  staff  there  has  been  increased,  and  the  qualifica- 
tions have  been  improved. 

They  now  have  an  automated  trust  funds  accounting  system  that 
daily  reconciles  and  posts  activities  to  accounts. 

The  appointment  of  Mr.  Homan  as  special  trustee — and  you've 
talked  about  his  credentials — ^represents  the  first  time  that  the  De- 
partment has  had  anybody  in  that  office  or  within  the  Department 
that  has  a  trust  or  banking  background. 

And  finally,  of  course,  there  is  the  1994  Trust  Fund  Reform  Act. 

So  there  nave  been  some  advances,  but  we  have  talked  about 
many  of  the  huge  gaps  that  remain.  One  of  them  we  talked  about, 
of  course,  was  the  accounts  receivable  system.  It's  hard  to  believe 
that  we  don't  have  one.  But  also  there  is  no  centralized  custodial 
services  for  securities  that  are  held  in  the  trust  portfolio.  These  se- 
curities are  scattered  all  around  the  country.  There  is  no  single  re- 
pository for  them. 

Also,  there  is  no  automated  accounting  system  for  the  IIM  ac- 
counts. 

So  when  we  look  at  this  in  some  perspective,  I  think  that  we  can 
be  glad  that  advances  have  occurred,  but  I  think  that  we  also,  at 
the  same  time,  feel  extreme  and  great  frustration  over  where  we 
stand  today,  and  that  the  problem  continues  to  exist,  it  continues 
to  compound,  and  it  continues  to  get  worse. 

Finally 

Senator  McCain.  You  think  it  continues  to  get  worse? 
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Mr,  Davenport.  Yes;  there  is  no  accounts  receivable  system  out 
there,  so  you  know  that  there  are  problems  that  are  still  occurring. 
There  are  lease  payments  that  aren't  being  made,  and  it's  not 
there. 

The  support  of  the  committee  has  been  very  important  in  this 
process.  Without  it,  some  of  the  reforms  and  advances  that  we've 
made  could  not  have  occurred.  Your  continued  support  is  very  im- 
portant in  the  future. 

Also,  we  believe  that  the  special  trustee  must  have  the  additional 
resources  necessary  to  implement  the  systems,  to  put  them  in 
place.  That's  critical.  We  think  that  technical  assistance  funds  are 
needed  for  tribes  so  that  they  can  truly  engage  in  a  process  of  self- 
determination  regarding  these  issues.  That  could  well  include  man- 
agement of  JIM  accoimts. 

ITMA  believes  that  it's  in  the  best  interest  of  the  Federal  Grov- 
ernment  to  assist  those  tribes  who  desire  to  take  over  these  activi- 
ties and  relieve  the  Government  of  their  responsibilities  if  tribes 
wish  to  do  that.  So  technical  assistance  from  this  perspective  is 
very  important. 

ITMA  and  tribes  greatly  appreciate  the  committee's  support  in 
the  effort  to  correct  the  gross  mismanagement  of  Indian  trust  funds 
and  trust  assets  during  the  past  150  years,  and  these  reforms 
would  not  have  been  achieved  had  it  not  been  for  tribes,  them- 
selves, involved  in  the  process,  and  we  realize  that  we  would  not 
have  been  at  the  table  if  this  committee  had  not  supported  that 
process. 

If  the  committee  were  not  to  be  engaged  and  not  to  be  involved 
in  the  process,  I  can  almost  assure  you  that  very  little  else  will  be 
done  on  this  issue. 

Additional  reforms  are  required  and  full  implementation  of  the 
1994  Reform  Act  is  imperative. 

We  look  forward  very  much  to  continuing  to  work  with  you,  and 
I'm  available  for  any  questions. 

Senator  McCain.  Thank  you  very  much,  Mr.  Davenport. 

[Prepared  statement  of  Mr.  Davenport  appears  in  appendix.] 

Senator  McCain.  I  want  to  assure  you  that  as  long  as  Senator 
Inouye  and  I  are  here,  we  will  continue  our  active  involvement  and 
participation. 

I  thank  you  for  all  that  you  have  done,  and  I  also  want  to  thank 
my  friend.  Chairman  Ivan  Makil,  who  is  our  next  witness. 

Ivan. 

STATEMENT  OF  IVAN  MAKIL,  PRESIDENT,  SALT  RIVER-PIMA 
MARICOPA  INDIAN  COMMUNITY,  AND  MEMBER  OF  THE  AD- 
VISORY BOARD  TO  THE  SPECIAL  TRUSTEE,  SCOTTSDALE,  AZ 

Mr.  Makil.  Thank  you,  Mr.  Chairman,  Senator  McCain,  and  oth- 
ers. I  appreciate  this  opportunity  this  morning  to  come  before  you 
and  present  or  at  least  discuss  information. 

I  won't  take  a  lot  of  time  in  presentation.  You  have  a  copy  of  my 
testimony,  which  I  would  like  to  have  submitted  for  the  record. 

Senator  McCain.  Without  obiection. 

Mr.  Makil.  Thank  you.  And  I  will  just  actually  get  right  down 
to  the  nuts  and  bolts  of  this  whole  issue  because,  as  a  member  of 
the  Advisory  Board  and  as  a  tribal  leader  representing  the  Salt 
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River-Pima  Maricopa  Indian  Community,  it's  important  to  not 
waste  a  whole  lot  of  time  rehashing  what  we  all  know  has  been  a 
m^or  problem  that  tribes  have  faced  for  so  long. 

There  are  $2.4  billion  unreconciled.  It's  iust  unbelievable  that 
that  would  still  happen,  especially  when  tribes  are  held,  in  terms 
of  our  own  processes  when  we  deal  with  the  BIA  and  Department 
of  the  Interior,  if  we  cannot  account  for  funds,  whether  they  be 
grant  funds  or  funds  that  come  through  our  regular  tribal  alloca- 
tions, our  progprams  get  held  up. 

There  is  a — we  take  responsibility  for  the  non-performance  of  our 
governments,  and  this  Department  should  not  be  any  different.  It 
needs  to  be  held  responsible  for  non-performance — mismanage- 
ment, if  you  want  to  call  it  that.  But  this  is  historical. 

The  question  really  comes — and  we  have,  as  tribal  leaders,  asked 
the  question:  What  is  ^oing  to  be  ultimately  the  fully  extent  of  the 
Government's  liability  m  this  situation?  What  might  that  be? 

It  doesn't — it's  not  rocket  science  to  understand  that  any  of  the 
information  that  has  been  brought  here  today,  as  you  well  have 
heard,  is  not  in  the  best  interest  of  the  Department,  and  therefore 
we  have  had  major  concerns  about  the  fact  that  the  special  trustee 
has  not  had,  I  believe,  the  freedom  to  speak  frankly  about  some  of 
these  issues  to  tribes. 

We've  had  representatives  at  several  meetings  where  information 
is  given  about  this  Total  Reform  Act,  and  it's  presented  by  the  peo- 
ple who  are  mismanaging  the  funds. 

Now,  there  is  some  great  concern  about  that  when  the  trustee 
that  is  appointed  to  represent  our  interests — because  we  thought 
all  this  time  that  the  Interior  Department  was  representing  our  in- 
terests, and  we  find  that  not  to  be  true. 

Now,  through  the  work  that  you  have  done,  Senator,  and  others 
in  the  committee,  we  finally  have  an  opportunity  to  have  someone 
in  place  that  will  look  out  for  our  interests,  and  he's  being  pre- 
vented from  that  happening. 

He  has  made  statements  that  he  has  personal  and  professional 
opinions,  but  has  been  told  not  to  speak  about  certain  issues. 

That  only  further  begins  to  create  more  distrust  between  tribes 
and  the  Federal  Government.  There  is  enough  distrust  as  it  is,  but 
to  continue  to  cause  this  to  happen  by  preventing  the  trustee  from 
bein^  allowed  to  speak  very  frankly  about  a  number  of  these  issues 
just  IS  not  acceptable. 

I  guess  when  you  get  to  the  point  of  the  concern  for  cooperation, 
that  there  is  definitely  a  lack  of  cooperation  from  the  Department, 
itself. 

Mr.  Homan  has  created,  in  a  couple  of  months,  a  plan  that  is 
more  than  has  been  created  in  the  last  6  years  by  Interior,  and  in 
2  months  has  brought  a  plan  that  has  a  price  tag  of  approximately 
$2  million  that  could  be  implemented. 

What  we're  hearing  now  is  that  Department  of  the  Interior  is  not 
able  to  find  $2  million  in  their  $12  billion  budget  to  bring  this  proc- 
ess about. 

There  weren't  even  dollars  for  the  Advisory  Board  to  be  able  to 
meet,  so  therefore  no  tribal  representation  exists. 

I  guess  it's  just — it's  really  unfortunate,  but  for  we  as  tribal  peo- 
ple it  just  seems — we  thought  that  all  of  this  type  of  mistrust  was 
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behind  us.  We  thought  that  we  finally  had  approached  the  age 
where  there  was  trust  and  respect,  and  the  whole  idea  of  self-deter- 
mination and  self-governance  was  coming  into  being,  but  here  we 
are  again,  and  I  don't  even  want  to  think  about  how  many  years 
later  it  has  been. 

But  even  more  recently  with  self-governance  efforts  we're  hear- 
ing these  words,  "Trust  me.  We  can  fix  it."  It's  been  too  long,  and 
we  as  tribal  leaders  are  saying  now,  "No.  Not  this  time." 

We  can't  allow  tribal  people  or  tribal  representation  to  be  ex- 
cluded from  decisions  that  are  going  to  be  made  for  us.  We  can't 
continue  this  process. 

Without  continuing  to  belabor  those  points  and  that  issue  alto- 
gether, let  me  try  to  get  to  something  that  I  think  has  been  raised 
by  several  people  here. 

The  continued  lost  confidence  in  this  system  is  not  going  to  be 
easily  regained,  but,  as  patient  as  we  have  been  and  as  reasonable 
as  we  have  tried  to  be,  the  kind  of  law  suits  that  are  being  filed 
are  a  point  of  frustration.  We  have  no  alternatives.  Negotiation  me- 
diation versus  any  type  of  litigation  is  really  the  way  that  tribes 
continue  to  prefer  to  go,  but  it  will  not  change  until  some  basic 
things  happen. 

In  my  testimony  there  are  some  proposed  solutions,  and  I  would 
like  to  just  review  them  very  quickly. 

First,  in  terms  of  the  funding,  for  fiscal  year  1997,  1998,  and 
1999  an  amount  equal  to  one-half  of  1  percent  should  be  taken 
from  every  line  item  in  the  Interior  Department  budget  and  trans- 
ferred from  that  line  item  to  a  fund  to  correct  the  trust  systems. 

This  would  raise,  we  estimate,  approximately  $60  million,  which 
would  not,  I  don't  think,  significantly  hamper  any  of  the  Depart- 
ment's budgets. 

Second,  to  amend  the  Reform  Act  to  convert  the  Office  of  Special 
Trustee  and  the  Advisory  Board  into  a  control  board  similar  to 
what  Congress  created  when  it  concluded  that  the  government  of 
the  District  of  Columbia  was  incapable  of  reforming  itself. 

We  think  that  that's  extremely  important  so  that  there  would 
continue  to  be  some  guidance  provided,  and  that  guidance  would 
come  from  the  tribes. 

Let  me  also  mention  here  why  that  is  so  important. 

One  of  the  things  that  at  least  we  in  Salt  River  had  recognized 
for  a  long  time  is  that  the  left  hand  and  the  right  hand  always 
have  to  know  what  each  other  are  doing,  and  while  we  can  correct 
or  at  least  maybe  not  with  what  we  have  now,  but  hopefully  what 
we  can  correct  is  this  accoimting  system. 

The  other  system  that  needs  to  be  corrected  is  the  land  records 
management,  the  allotees/allotment  processes,  because  that  is 
where  a  lot  of  the  records  we  know  or  have  experienced  get  lost. 

In  Salt  River,  the  BIA  calls  us  to  look  at  our  records  so  tney  can 
reconcile  theirs. 

That's  really  important  in  helping  to  correct  and  clean  up  sys- 
tems, because  there  are  tribes  that  have  developed  a  level  of  so- 
phistication that  they  can  move  on. 

The  third  is  to  amend  the  Trust  Fund  Reform  Act  to  give  the 
special  trustee  the  independent  authority  to  file  suit  in  Federal 
court  when  it's  necessary. 
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With  those,  I  would  leave  myself  open  for  questions.  Thank  you 
very  much. 

[Prepared  statement  of  Mr.  Makil  appears  in  appendix.] 

Senator  McCain.  Thank  you  very  much.  I  appreciate  the  testi- 
mony of  both  witnesses. 

I  have  to  go  to  the  floor.  I'd  like  to  ask  Senator  Dorgan  if  he'd 
like  to  question,  and  then  Senator  Gorton. 

STATEMENT  OF  HON.  BYRON  L.  DORGAN,  U.S.  SENATOR  FROM 

NORTH  DAKOTA 

Senator  Dorgan.  Mr.  Chairman,  I  regret  I  had  two  other  hear- 
ings this  morning,  and  so  I  was  not  able  to  be  present  for  all  the 
testimony,  but  I  appreciate  the  Chair's  willingness  to  hold  these 
hearings. 

I  would  hope  that  Secretary  Babbitt  would  come  to  a  future  hear- 
ing and  accept  the  invitation  of  this  committee.  I  think  that's  im- 
portant. 

You  raise  critical  questions.  I  don't,  for  the  life  of  me,  understand 
how  we  can  talk  about  $20  million  here,  $18  million  there,  $100 
million  as  representing  the  need  in  order  to  keep  track  of  these 
trust  funds.  You  can  plu^  all  the  money  you  want  into  these  pro- 
grams and  systems,  but  if  you  don't  have  people  with  some  com- 
mon sense  who  construct  a  system  that  works,  it's  not — ^nothing  is 
going  to  happen  here. 

So  I  hope  that,  through  the  process  of  holding  these  hearings  and 
eliciting  the  answers,  that  we  will  get  this  back  on  track. 

If  I  were  sitting  on  the  other  side  of  that  table,  I  would  be  furious 
about  what  has  happened  with  respect  to  the  lack  of  good  manage- 
ment of  these  trust  funds.  And  it's  not  just  happened  in  the  last 
6  months  or  year;  it's  grown  up  over  many  years. 

I  appreciate  very  much  your  testimony.  I  regret  I  wasn't  able  to 
be  here  for  the  entire  hearing. 

I  do  hope  that  Secretary  Babbitt  will  accept  an  invitation  from 
this  committee  to  come  and  present  testimony,  as  well. 

Senator  Gorton  [assuming  Chair].  Thank  you.  Senator  Dorgan. 

I  could  do  a  lot  worse  than  simply  repeat  the  comments  you  have 
made.  It  does  seem  that  since  we've  appointed  the  special  trustee 
we've  at  least  begun  to  learn  what  the  depth  and  complexity  of 
these  problems  and  challenges  are,  but  we  clearly  have  a  long  way 
to  go,  and  we  clearly  are  seeing  another  instance  of  why  more  of 
this  authority  ought  to  be  lodged  in  the  individual  tribes  and  na- 
tions and  fewer  in  bureaucrats  here  in  Washington,  DC. 

With  that,  I'm  also  very  much  a  late-comer  to  this  hearing.  Tve 
wanted  to  understand  what  the  nature  of  the  problems  were. 

I  know  that  there  were  many  other  witnesses  that  have  come 
from  outside  Washington,  DC,  who  wish  to  be  heard.  The  two  of 
you  have  really  had  to  speak  for  all  of  them. 

I  believe  the  chairman  has  already  said,  but  it  will  bear  repeat- 
ing: anyone  else  who  wishes  to  contribute  to  our  understanding  is 
able  to  do  so  in  writing  or  in  future  hearings. 

With  that,  we  thank  these  two  witnesses  and  the  hearing  is  ad- 
journed. 

[Whereupon,  at  9:59  a.m.,  the  committee  was  adjourned,  to  re- 
convene at  the  call  of  the  Chair.] 


APPENDIX 


Additional  Material  Submitted  for  the  Record 


Prepared  Statement  of  Hon.  Daniel  K.  Inouye,  U.S.  Senator  from  Hawaii, 
Vice  Chairman,  Committee  on  Indian  Affairs 

I  thank  my  chairman  for  scheduling  this  hearing  today  on  a  matter  that  is  of  ut- 
most important  to  the  Indian  tribal  governments  and  the  individual  Indian  people 
whose  funds  are  held  in  trust  and  managed  by  the  Department  of  the  Interior. 

In  their  long-held  and  strong  interest  m  this  matter,  the  members  of  this  commit- 
tee, I  believe,  reflect  the  concerns  that  have  been  consistently  expressed  from  Indian 
country  over  the  years. 

Certainly,  our  former  colleague.  Congressman  Mike  Synar,  did  much  to  assure 
that  the  attention  of  the  Congress  remained  focused  on  ensuring  that  the  Indian 
Trust  Funds  were  properly  managed. 

As  most  of  us  know,  for  the  most  part,  financial  resources  are  not  plentiful  in  In- 
dian country. 

Though  Federal  efforts  to  encourage  economic  development  in  reservation  commu- 
nities have  been  sincere,  they  have  not  always  been  successful. 

The  resources  that  have  been  realized  from 

•  Land  use  agreements,  including  the  leasing  of  Indian  lands  for  grazing, 
timber  and  mineral  development; 

•  Royalties  associated  with  the  extraction  of  oil,  gas  and  coal;  and 

•  Income  on  the  investment  of  tribal  judgment  funds; 

As  trustee  for  these  resources,  the  United  States  is  held  to  the  highest  fiduciary 
standards. 

To  assure  the  account  holders  that  their  funds  were  being  managed  in  accordance 
with  these  standards,  the  Congress  has  not  only  conducted  numerous  oversight 
hearings  over  the  years,  requested  studies  of  the  Interior  Department's  Inspector 
G€ner£Q  and  the  General  Accounting  Oflice,  but  has  enacted  legislation  which  au- 
thorized a  complete  reconciliation  of  trust  accounts. 

Because  of  lost  records,  time  constraints  and  financial  limitations,  we  are  told 
that  this  reconciliation  effort  was  not  capable  of  being  completed. 

These  are  not  the  results  of  a  5-year,  $21  million  effort  that  we  would  proudly 
announce  in  Indian  country. 

But  I  am  concerned  that  if  the  Federal  Government  doesn't  make  a  mid-course 
correction  at  this  point,  we  will  only  have  served  to  compound  the  problem. 

As  the  May  1996  report  of  the  General  Accounting  Oflice  observes,  the  United 
States  has  provided  the  tribal  account  holders  with  a  lengthy  report  on  reconcili- 
ation without  providing  full  disclosure  of  the  gaps  in  the  reconciliation  process. 

For  instance,  if  I  were  a  tribal  account  holder,  I  would  want  to  know  such  things 
as 

•  What  a  full  reconciliation  process  would  entail,  and  what  was  actually 
done; 
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•  Which  of  the  procedures  that  are  part  of  a  full  reconciliation  process  were 
performed  and  which  were  not; 

•  What  kinds  of  records  were  missing — what  dates  or  years  those  records 
represent — and  how  the  absence  of  those  records  affect  the  reliability  of  the  in- 
formation presented  to  me; 

•  Whether  the  most  complete  accounting  possible  was  in  fact  conducted;  and 

•  Whether  the  reconciliation  procedures  performed  were  consistent  with  the 
stfmdards  established  by  the  industry. 

In  my  view,  if  this  information  has  not  been  provided  to  the  tribal  account  hold- 
ers, it  ought  to  be,  and  I  would  like  to  hear  from  the  witnesses  here  today,  whether 
it  is  indeed  still  possible  to  provide  the  tribal  account  holders  with  this  kind  of  data. 

As  trustee  for  these  Indian  funds,  the  United  States  bears  a  special  responsibility 
to  the  account  holders. 

And  if  a  fair  and  proper  settlement  of  these  matters  is  ever  to  be  achieved,  the 
tribal  account  holders  must  be  provided  with  all  of  the  information  that  the  Govern- 
ment has — not  just  that  which  the  Government  deems  appropriate  for  the  account 
holders  to  have — and  not  just  the  records,  but  an  identification  of  what  may  be 
missing  from  those  records,  and  what  impact  the  missing  data  has  had  on  the  integ- 
rity of  the  reconciliation  process. 

I  think  we  all  recognize  that  this  is  no  small  undertaking,  and  that  the  Depart- 
ment of  the  Interior  has  stretched  its  own  limited  personnel  resources  to  the  maxi- 
mum. 

But  we  have  also  provided  ample  compensation,  at  Federal  expense,  to  private 
sector  companies  to  perform  these  tasks — and  I  would  hope  that,  at  a  minimum,  on 
behalf  of  the  tribal  account  holders,  we  might  expect  ana  demand  of  them  fuU  dis- 
closure. 

The  General  Accounting  Office  advises  us  that  there  are  275  tribes  that  have  yet 
to  respond  to  the  reconciliation  results. 

Perhaps  they  are  looking  for  the  very  kind  of  information  that  I  have  described — 
information  on  which  they  might  be  able  to  better  make  an  informed  decision. 

Mr.  Chairman,  like  you,  I  look  forward  to  the  testimony  the  conmiittee  anticipates 
receiving  today. 


Prepared  Statement  of  Hon.  Ben  Nighthorse  Campbell,  U.S.  Senator  from 

Colorado 

Mr.  Chairman,  thank  you  for  providing  me  with  the  opportunity  to  make  a  brief 
statement,  and  thank  you  for  holding  this  oversight  heanng  on  tne  Department  of 
the  Interior's  management  of  Indian  trust  funds. 

It  has  been  nearly  2  years  since  Congress  enacted,  and  the  President  signed  into 
law,  the  American  Indian  Trust  Fund  Management  Reform  Act  of  1994,  Public  Law 
10^-412.  I  strongly  supported  this  piece  of  legislation,  which  reformed  how  the  De- 

J)artment  of  the  Interior  carries  out  its  responsibilities  with  regard  to  the  tribal 
unds,  held  in  trust  by  the  Federal  Government  for  more  than  150  years. 

This  Act  also  provided  for  some  degree  of  accountability  on  how  these  funds  are 
to  be  managed,  accountability  procedures  which  were  previously  lacking  despite  the 
lai^e  amount  of  money  which  flows  through  the  funds.  Due  to  the  nature  of^the  re- 
sponsibility and  the  money  involved,  this  act  was  developed  to  reform  a  system 
which  was  largely  in  chaos. 

The  act  estaolished  the  Office  of  Special  Trustee  for  American  Indians,  within  the 
Department  of  the  Interior.  While  I  am  confident  tremendous  progress  is  possible, 
I  do  have  some  concerns  about  the  Department's  handling  of  these  funds,  specifi- 
cally regarding  the  reconciliation  of  the  accounts. 

First,  the  audit  conducted  by  Arthur  Andersen  and  Company  disclosed  that  the 
Bureau  of  Indian  Affairs  cannot  account  for  $2.4  billion  of  the  money  held  in  trust 
for  the  tribes.  This  equates  to  one  out  of  every  $7  dollars  that  is  technically  missing 
from  the  funds  with  no  paper  trail  to  possibly  locate  where  this  money  went.  Given 
the  severity  of  this  problem,  I  am  interested  to  know  what  the  Department  is  doing 
to  address  this  issue,  both  through  its  negotiations  with  various  tribes  and  by  im- 
proving upon  the  mechanisms  ana  procedures  used  to  reconcile  these  accounts. 

On  that  note,  I  am  also  interested  in  hearing  more  about  the  strategic  plan  which 
will  be  submitted  to  Congress  and  the  Secretary  of  the  Interior  by  the  Special  Trust- 
ee. Given  the  amount  of  controversy  and  distrust  surrounding  the  management  of 
the  trust  flinds,  I  would  like  to  know  in  what  ways  the  plan  would  allow  tribes  to 
become  more  active  in  managing  their  own  trust  funds. 
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Finally,  I  would  like  to  hear  more  about  the  "interim"  reconciliation  report  which 
was  submitted  to  Congress  on  May  31,  1996.  Specifically,  given  that  the  report  did 
not  include  a  reconciliation  of  trust  fund  accounts  as  of  the  end  of  fiscal  vear  1995, 
I  am  interested  in  knowing  when  that  information  wUl  be  made  avaUaole  to  this 
committee. 

I  am  hopeful  this  hearing  will  allow  members  of  this  committee  to  accurately  un- 
derstand what  is  being  done  to  carry  out  the  requirements  of  the  act.  In  particular, 
it  is  important  that  the  Federal  Government  improve  upon  its  handling  of^the  tribal 
trust  funds,  so  that  it  can  uphold  its  commitment  to  Inoian  people  and  tribes.  I  look 
forward  to  the  testimony  which  will  be  provided  this  morning,  and  I  thank  you. 


Prepared  Statement  of  Hon.  Byron  L.  Dorgan,  U.S.  Senator  from  North 

Dakota 

Mr.  Chairman,  I  would  like  to  thank  you  for  scheduling  this  most  important  hear- 
ing. Like  you,  I  was  extremely  concerned  to  learn  that  the  Department  of  the  Inte- 
rior cannot  account  for  approximately  $2.4  billion  held  in  trust  by  the  United  States 
for  Indian  tribes. 

I  have  been  disturbed  by  this  issue  for  some  years  now.  In  1992,  I  authored  a 
report  on  Government  waste  which  recommended  that  immediate  steps  be  taken  to 
improve  the  financial  management  of  the  Bureau  of  Indian  AiTairs  [BIA].  One  im- 
portant step  toward  that  goal  was  the  enactment  of  the  American  Indian  Trust 
Fund  Management  Reform  Act  of  1994,  which  is  designed  to  significantly  reform 
how  the  Department  of  the  Interior  carries  out  its  responsibilities  with  respect  to 
trust  fund  dollars. 

Unfortunately,  the  May  1996  General  Accounting  Office  report,  "Financial  Man- 
agement: BIA's  Tribal  Trust  Fund  Account  Reconciliation  Results,"  indicates  that 
we  are  still  a  long  way  off  from  sound  financial  management  of  the  BIA.  For  exam- 

f)le,  the  GAO  found  that  the  BIA's  reconciliation  contractor  was  unable  to  account 
or  32,901  tribal  noninvestment  receipt  and  disbursement  transactions  totaling  $2.4 
billion.  What's  more,  the  BIA  could  not  determine  the  total  amount  of  receipts  and 
disbursements  that  should  have  been  recorded,  nor  did  it  have  any  kind  of  reconcili- 
ation procedure  which  would  have  addressed  the  completeness  of  the  accounting 
records. 

Within  this  framework,  it's  no  small  wonder  that  tribes  in  North  Dakota  and 
across  the  country  have  raised  serious  concerns  about  the  reliability  and  accuracy 
of  the  Interior  Department's  attempt  to  reconcile  the  trust  fund  accounts.  I  urge  the 
Department  to  make  every  effort  to  address  these  c[uestions  immediately. 

We  must  secure  further  improvements  in  the  management  of  trust  fund  accounts 
to  keep  faith  with  American  taxpayers.  EquaUy  important,  we  must  ensure  that  the 
Federal  Government  exercises  its  trust  responsibility  to  Indian  tribes,  which  de{>end 
on  an  accurate  accounting  of  the  financial  resources  contained  in  these  accounts  for 
long-range  economic  planning  purposes. 

I  look  forward  to  working  with  my  colleagues  on  this  committee  to  rectify  the  ap- 
parent inability  of  the  Interior  Department  to  balance  its  trust  fund  account  books 
and  to  ensure  that  the  letter  and  spirit  of  the  American  Indian  Trust  Fund  Manage- 
ment Reform  Act  are  fully  implemented. 


Prepared  Statement  of  Hon.  Frank  H.  Murkowski,  U.S.  Senator  from  Alaska 

Mr.  Chairman,  today  we  hear  disturbing  testimony  about  unacceptable  mis- 
management of  Tribal  Trust  Funds  by  the  Bureau  of  Indian  Affairs  [BIA].  We  are 
told  that  the  BIA  can  not  verify  over  32,900  transactions  involving  $2.4  billion  held 
in  trust  for  Indian  tribes.  Over  $100  million  of  this  total  were  disbursements  to 
tribes  in  Alaska.  The  BIA  simpW  does  not  know  what  happened  to  the  money.  The 
BIA  does  not  know  how  much  of'^the  money  is  missing,  was  misappropriated,  or  was 
stolen.  Nor  does  the  BIA  know  the  extent  of  the  moneys  it  appropriated  to  the  cor- 
rect people;  the  necessary  documentation  is  missing. 

Americans,  particularly  members  of  Indian  tribes,  are  understandably  outraged 
with  this  mismanagement.  Claims  over  past  disbursements  must  be  resolved.  Most 
importantly,  a  system  of  competent  accounting  must  be  put  in  place  and  maintained 
by  people  trained  and  able  to  handle  these  accounting  procedures.  For  too  long  the 
Senate  has  heard  horror  stories  concerning  BIA  mismanagement  of  funds.  These 
shoddy  practices  must  stop. 

It  is  important  to  remember  that  this  problem  is  just  the  tip  of  the  iceberg.  The 
BIA  has  spent  nearly  5  years  and  about  $21  million  studying  only  part  of  the  prob- 
lem. It  dia  not  look  at  the  several  hundred  million  dollars  it  handles  in  Individual 


30 

Indian  Money  accounts.  It  did  not  look  at  the  several  hundred  billion  dollars  it  han- 
dles in  investment  transactions.  And  it  did  not  find  necessary  records  in  other  key 
areas  like  missing  leases,  and  lease  income  records. 

We  need  three  things  to  solve  this  problem:  (1)  A  reliable  system  of  accounting; 
(2)  the  funds  to  enact  this  system;  (3)  trained,  competent  people  to  run  the  system. 
Without  all  three  components,  I  do  not  see  an  end  to  the  nusmanagement. 

Mr.  Chairman,  before  the  people  of  Alaska  elected  me  to  the  Senate,  I  was  a 
banker.  I  have  worked  with  accountants  for  most  of  mv  adult  life.  From  mv  experi- 
ence, I  can  assure  you  that  the  accounting  procedures  by  the  BIA  are  appalling  and 
simply  unacceptable.  But  do  you  have  to  be  a  banker  or  an  accountant  to  know  how 
serious  this  problem  is?  Of  course  not. 

We  need  more  than  apologies  and  acknowledgement  that  there  is  a  problem.  We 
need  a  definitive  answer  to  the  following  question:  K  the  Ofiice  of  the  Trustee  is 
given  adequate  funds  to  enact  the  system,  will  the  problem  be  solved?  K  the  answer 
18  anythingjbut  an  unhesitating  "y^s".  then  we  need  to  explore  options  other  than 
giving  the  Department  of  the  Interior  another  chance  and  yet  more  time  to  fix  the 
problem. 

This  is  indeed  a  disturbing  matter  which  merits  attention  from  the  highest  levels 
of  the  Department  of  Interior.  I  am  disappointed  that  Secretary  Babbitt  did  not  ac- 
cept an  invitation  to  testify  before  this  committee  today.  Does  his  absence  mean  that 
he  does  not  believe  his  Department  can  solve  this  problem?  I  urge  the  Secretary  to 
testily  before  the  conmiittee  once  the  Department  issues  the  finafreport.  And  I  uive 
the  committee  to  monitor  this  issue  with  fpreat  diligence.  All  Americans  deserve  far 
better  than  to  be  further  burdened  with  this  legacy  of  BIA  mismanagement. 


Prepared  Statement  of  Eric  Davenport,  Chairman,  Intertribal  Monitoring 
Association  on  Indian  Trust  Funds 

Mr.  Chairman  and  members  of  the  committee.  Thank  you  for  providing  this  op- 
portunity to  appear  before  the  committee  to  provide  testimony  on  this  issue  of  such 
vital  importance  to  so  many  Indian  tribes  and  individuals. 

The  Lidian  Trust  Fund  Management  Reform  Act  of  1994  requires  the  Special 
Trustee  to  ensure  that  the  Bureau  of  Indian  Affairs  provides  trust  fund  account 
holders  with  "a  fair  and  accurate  accounting  of  all  trust  funds".  After  an  expendi- 
ture of  about  $21  million  and  over  5  years  of  effort,  the  BIA  contractor,  Arthur  An- 
dersen and  Company,  has  produced  a  reconciliation  report  which  explicitly  states 
that  it  is  not  "an  audit  made  in  accordance  with  generally  accepted  auditing  stand- 
ards". Arthur  Andersen  also  does  not  express  any  opinion  on  the  work  elements  of 
their  reconciliation  report.  In  view  of  these  disclaimers  and  what  we  know  about 
how  the  reconciliation  was  performed,  we  believe  that  the  reconciliation  report  can- 
not be  viewed  realistically  as  meeting  the  requirement  for  a  "fair  and  accurate  ac- 
counting". 

The  initial  scope  of  this  reconciliation  contract  began  as  a  broad  effort  to  achieve 
reconciliation  of  tribal  accounts,  but  for  a  number  of^reasons  this  objective  could  not 
be  achieved.  This  contract  was  "officially"  modified  numerous  times,  and  "unofii- 
cialljr"  modified  more  than  one  hundred  twenty  [120]  times  by  "issues  papers."  The 
resulting  tribal  reports  are  not  what  we  were  led  to  believe  that  they  would  be  when 
we  began  this  exercise.  Instead,  tribes  have  very  qualified,  incomplete  information 
of  very  narrow  scope. 

The  reconciliation  grew  out  of  a  BIA  proposal  in  the  mid-1980'8  to  transfer  much 
of  the  trust  fund  administration  to  a  private  financial  institution.  The  tribes  were 
concerned  that  the  move  would  lock  in  their  current  account  balances,  which  the 
BIA  admitted  could  not  be  verified,  and  would  bury  the  errors  of  the  past.  In  re- 
sponse to  the  tribes'  concerns,  in  1987  the  House  Interior  Appropriations  Sub- 
committee instructed  the  BIA  to  conduct  a  reconciliation,  audit  and  certification  of 
tribal  and  IIM  accounts  before  it  contracted  out  any  trust  functions.  The  purpose 
of  this  was  to  be  able  to  provide  the  account  holders  with  reasonable  assurance  that 
their  account  balances  were  accurate. 

After  3  years  of  delay  by  the  BIA,  the  0MB  Deputy  Director  for  Management  and 
the  Comptroller  took  charge  of  the  process.  They  quickly  concluded  that  there  was 
no  point  in  asking  Arthur  Andersen  to  try  to  perform  an  audit.  Based  on  the  results 
of  prior  audit  attempts,  any  audit  would  be  so  qualified  that  it  would  be  of  little 
value. 

Instead,  they  settled  for  a  package  of  those  accounting  procedures  they  thought 
could  be  accomplished,  given  the  limitations  imposed  and  given  the  absence  of 
records  and  viable  accounting  systems.  Like  someone  trying  to  fix  an  old  car,  they 
ended  up  taking  bits  and  pieces  from  various  procedures  and  cobbled  them  together 
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into  what  has  now  been  called  "the  reconciliation."  In  fact,  it  is  an  ad  hoc  set  of 
procedures  that  does  not  fit  into  anything  found  in  generally  accepted  accounting 
principles.  As  a  result,  Arthur  Andersen  and  the  BIA  have  exercised  broad  discre- 
tion to  create  the  processes  they  used  in  each  area  being  reconciled. 

As  a  result,  over  90  percent  of  the  reconciliation  focused  solely  on  whether  entries 
in  the  general  ledger  lor  deposits  and  disbursements  were  accurately  posted;  that 
is,  whether  any  clerical  errors  were  made  in  copying  information  from  one  document 
to  another.  This  procedure  only  covered  the  period  from  1972-92.  In  addition,  some 
rough  procedures  were  performed  to  check  on  deposit  times  and  interest  yields  and 
only  for  the  period  1978-92.  Nothing  was  or  could  be  done  in  regard  to  the  other 
elements  of  tne  reconciliation  process  because  records  were  missing  or  never  existed 
in  the  first  place. 

The  reconciliation  covered  only  the  2,000  tribal  accounts.  It  did  not  include  the 
300,000  nM  accounts  or  the  special  deposit  accounts.  After  doins  some  scoping  on 
the  IIM  records  at  three  reservations,  Arthur  Andersen  advised  the  BIA  that  an 
audit  of  IIM  deposits  and  investments  alone  could  cost  in  excess  of  $200  million  to 
perform.  Even  tnen  it  probably  would  be  of  doubtful  value  in  providing  the  IIM  ac- 
count holders  with  assurance  about  the  correctness  of  their  account  balances.  At  the 
present  time,  the  Department  has  no  plans  and  no  funding  to  do  any  historical  ac- 
counting in  regard  to  the  IIM  accounts. 

The  bulk  of  time  and  money  expended  by  Arthur  Andersen  on  the  tribal  accounts 
was  devoted  to  trying  to  track  a  portion  of  the  deposits  and  disbursements.  This  was 
called  the  "basic  reconciliation",  though  actually  it  was  more  of  a  reconstruction  of 
the  existing  records.  It  consisted  of  matching  the  deposit  tickets  sent  in  by  the  local 
BIA  offices  with  the  entries  in  the  general  ledger  to  see  if  the  dollar  amount  of  the 
deposit  was  accurately  copied  and  u  it  was  entered  into  the  proper  tribe's  account. 
Arthur  Andersen  also  matched  the  disbursement  tickets  to  the  general  ledger.  Thus, 
the  process  only  caught  errors  by  the  clerk  responsible  for  transferring  the  informa- 
tion from  one  document  to  the  other. 

The  missing  $2.4  billion  that  has  been  reported  in  the  media  represents  the  re- 
sults from  this  matching  process.  All  told,  the  general  ledger  showed  there  were 
$17.7  billion  in  deposits  or  disbursements  to  or  from  tribal  accounts  during  the  pe- 
riod 1973  through  1992.  The  BIA  was  able  to  locate  and  match  the  disbursement 
or  deposit  ticket  with  the  general  ledger  entry  for  $15.3  billion.  Although  there 
should  have  been  a  total  of  six  different  documents  supporting  each  general  ledger 
entry,  an  entry  was  treated  as  fully  reconciled  even  ii  only  one  of  those  six  docu- 
ments could  be  located. 

The  missing  documents  that  make  up  this  $2.4  billion  fall  into  three  categories. 
The  BIA  was  unable  to  locate  deposit  tickets,  or  any  other  confirming  document,  for 
$1.1  billion  in  deposit  postings.  This  means  that  for  $1.1  billion  that  was  posted  in 
the  general  ledger  to  tne  accounts  of  various  tribes  during  this  period,  the  BIA  can- 
not confirm  that  it  was  posted  to  the  correct  tribe  or  that  the  amount  posted  in  the 
general  ledger  was  the  same  as  the  amount  on  the  deposit  ticket. 

In  regard  to  disbursements,  for  $845  million  that  the  general  ledger  shows  was 
withdrawn  from  the  accounts  of  certain  known  tribes,  the  BIA  cannot  locate  the  dis- 
bursement documents  and  thus  is  unable  to  verify  that  the  money  was  disbursed 
to  the  tribes  from  whose  account  it  was  withdrawn  or  that  the  disbursement  was 
properly  authorized.  The  BIA  also  lacked  the  documents  to  support  $476  million  in 
transfers  between  accounts  of  the  same  tribe. 

For  all  of  these  non- reconcilable  deposits  and  disbursements,  there  is  no  evidence 
that  the  money  is  missing.  On  the  other  hand,  there  is  no  evidence  that  the  money 
is  there  or  that  it  went  to  the  proper  party.  The  missing  documents  for  all  three 
categories  were  evenly  spread  out  over  the  20  vear  period.  That  is,  as  many  docu- 
ments were  missing  for  the  period  1987-92  as  for  the  period  1973-78,  showing  that 
it  was  not  simply  a  case  of  inability  to  locate  20  year-old  documents. 

Under  the  second  major  procedure  performed  by  Arthur  Andersen,  called  the 
"yield  analysis",  the  reconciliation  compared  the  average  interest  each  tribe  earned 
on  all  its  accounts  each  year  with  the  average  earned  by  all  tribes  for  that  year. 
This  all  tribal  annual  average  was  called  the  benchmark.  If  a  tribe's  average  was 
more  than  2  percent  below  or  5  percent  above  the  benchmark,  Arthur  Andersen  ex- 
amined the  files  to  try  to  determine  the  source  of  the  problem.  However,  the  only 
problems  it  searched  for  and  corrected  through  this  examination  were  posting  er- 
rors. It  made  no  effort  to  find  out  if  the  lower  earning  occurred  because  the  money 
was  under  invested,  such  as  by  leaving  it  in  short-term  investments  for  an  excessive 
period. 

The  reconciliation  recomputed  the  interest  earned  on  "cash",  which  was  defined 
as  money  kept  in  Treasury  before  it  was  invested  in  government  bonds  or  CDs.  Ar- 
thur Andersen  used  4  percent  or  5  percent  simple  interest  from  1978  through  1984. 


32 

The  interest  could  not  be  recomputed  for  the  years  1972  through  1977  because  reve- 
nue codes  were  not  used  by  the  BIA  so  it  was  not  possible  to  determine  what  inter- 
est had  been  posted.  The  computation  for  1978  through  1994  reported  $2.4  million 
due  to  the  tribes.  However,  this  amount  would  probably  be  much  larger  if  the  miss- 
ing years  were  included  and  if  reasonable  interest  rates  were  used  rather  than  4 
percent  or  5  percent.  This  computation  also  excluded  the  "interest"  accounts  from 
1978  through  1984  since  the  BIA  did  not  pay  interest  on  interest  accounts. 

To  determine  the  potential  lost  interest  because  money  was  left  in  the  form  of 
cash  for  long  periods  of  time,  Arthur  Andersen  computed  proforma  interest  calcula- 
tions on  cash  oalances  at  the  BIA's  average  benchmark  rates  for  1978  through  1992. 
The  results  of  this  woii  was  not  reported  for  all  tribes.  However,  the  amount  of  this 
work  for  two  different  tribes  was  $212,000  and  $426,000  additional  potential  inter- 
est. 

Arthur  Andersen  also  reconciled  the  investment  system.  Money  Max,  to  the  gen- 
eral ledger,  whidi  again,  served  to  cateh  posting  errors  only.  Posting  errors  were 
possible  Decause  the  various  BIA  systems  were  unable  to  talk  to  each  other,  so  data 
had  to  be  transferred  manually.  This  has  now  been  corrected  for  the  tribal  accounts 
but  not  for  the  IIM  accounts. 

The  results  of  the  reconciliation  of  the  investment  system  indicated  $8.6  million 
due  to  tribes  and  $1  million  due  from  tribes  for  a  net  amount  of  $7.6  million  due 
to  tribes.  During  the  reconciliation  eflbrt,  five  tribes  were  selected  as  "pilots"  for  the 
purpose  of  testing  and  adjusting  the  process.  At  several  pilot  tribes,  Arthur  Ander- 
sen tried  to  maten  deposit  tickets  to  lease  documents  to  see  if  the  amount  paid  was 
the  amount  called  for  in  the  underlying  lease  document.  However,  it  founa  that  up 
to  50  percent  of  the  leases  could  not  be  located.  When  Arthur  Andersen  tried  to  per- 
form such  a  mateh  for  all  tribes  on  deposits  in  excess  of  $5,000,  again  50  percent 
of  the  leases  could  not  be  located. 

ITie  reconciliation  determined  the  number  of  days  receipts  lay  idle  before  being 
deposited.  Approximately  $273  million  took  7  days  or  longer  to  he  deposited.  Over 
$28  million  took  over  30  days  to  deposit.  No  interest  was  computed  for  the  delays. 
If  the  date  of  receipt  could  not  be  determined,  the  deposit  was  considered  to  be  time- 
ly- 

The  final  reconciliation  report  addresses  each  of  these  components  individuaUy, 
but  never  provides  a  summary  that  enables  a  non-accountant  to  grasp  what  was 
and  what  was  not  accomplished  by  this  $21  million  effort.  Nor  does  it  ever  total  the 
amounts  due  to  and  due  from  the  tribes  as  a  result  of  the  various  procedures  per- 
formed. When  toteled  by  ITMA  as  best  we  could,  it  is  believed  the  report  proposes 
adjustments  of  $24  million  in  favor  of  the  tribes,  that  is  $24  million  is  owed  to  the 
tnoes  by  the  Federal  Government,  and  $21  million  in  proposed  adjustments  in  favor 
of  the  Glovemment.  These  two  numbers  cannot  simply  be  netted  because  a  tribe  that 
has  money  owed  to  it  may  not  be  one  of  the  tribes  that  owes  money  to  the  Federal 
Government. 

For  several  of  the  reconciliation  procedures,  the  report  identifies  possible  excep- 
tions but  does  not  propose  actual  adjustments  in  the  accounts,  such  as  interest  lor 
pro  forma  and  deposit  lag  time  as  well  as  several  other  possible  adjustments,  so 
these  amounts  are  not  included  in  the  final  tallies.  Instead,  the  report  indicates  that 
these  data  are  provided  for  "informational  purposes  only."  The  report  does  not  dis- 
cuss how  the  $2.4  billion  in  missing  reconciliation  documents  should  be  treated.  Nor 
does  it  address  the  implications  of  tne  missing  leases. 

As  limited  as  the  reconciliation  of  deposits  and  disbursements  was,  the  complete 
inadequacy  of  this  process  becomes  even  clearer  when  one  considers  the  full  context 
of  the  BIA's  responsibility  for  Indian  trust  assets.  For  example,  the  reconciliation 
did  not  include  an  asset  management  review  to  determine  if  an  asset  such  as  graz- 
ing land  had  been  allowed  to  be  under  utilized  or  overgrazed  or  whether  mature 
commercial  timber  was  not  cut  in  a  timely  manner.  Nor  has  there  ever  been  a  com- 
prehensive asset  review,  though  various  Inspector  General  reports  and  Congres- 
sional investigations  have  documented  deficiencies  in  BIA's  management  of  timber 
and  other  resources. 

Without  an  accounts  receivable  system  and  with  so  many  leases  missing,  the  BIA 
is  unable  to  tell  the  trust  account  holders  whether  all  of  the  income  due  on  their 
asset  leases  has  been  collected.  The  BIA  collects  aporoximately  $250  million  per 
year  in  asset  income  from  tribal  leases  and  $200  hundred  million  a  year  from  indi- 
vidual Indian  trust  assets.  We  do  not  know  whether  this  is  the  ri^t  amount,  90 
percent  of  what  should  be  collected,  50  percent  or  some  other  percentoge. 

With  regard  to  the  management  of  tne  trust  funds  investment  portfolio,  the  BIA 
has  a  duty  to  obtain  the  hignest  return  possible  within  the  investment  limits  estab- 
lished. Here  the  limits  are  those  established  by  25  U.S.C.  161-162a.  The  reconcili- 
ation made  no  eflbrt  to  determine  if  money  was  under-invested.  In  the  yield  analy- 
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sis,  all  that  Arthur  Anderson  did  if  it  found  that  a  tribe's  yield  fell  below  the  bench- 
maric,  was  check  to  see  if  there  were  any  posting  errors  that  were  responsible  for 
this.  It  did  not  check  to  see  if  a  tribe  was  below  the  benchmark  because  money  was 
under  invested.  No  audit  was  performed  to  determine  if  investments  were  lost,  held 
beyond  the  call  dates,  or  otherwise  handled  improperly. 

There  is  evidence  that  the  BIA  kept  money  m  ovemighters,  at  low  interest  rates, 
for  inappropriately  long  periods,  when  most  of  the  money  should  have  been  invested 
in  longer  term  instruments.  The  Treasury  paid  the  account  holders  4  percent  simple 
interest  in  ovemighters,  because  the  statute  so  provides.  However,  there  is  Federal 
case  law  holding  tnat  this  4  percent  rate  set  by  statute  is  a  floor  rather  than  a  ceil- 
ing and  finding  the  U.S.  liable  for  the  difference  between  4  percent  and  what  the 
maricet  was  paying  for  similar  investments  at  that  time.  During  at  least  a  7-year 
period  between  1976  and  1985,  the  average  interest  earned  exceeded  10  percent,  so 
it  is  likely  that  ovemi^ters  were  paying  in  excess  of  4  percent  simple  interest.  In 
addition  to  failing  to  make  the  money  maximally  productive,  the  trustee  benefited 
at  the  expense  of  the  beneficiary  because  the  U.S.  Treasury  had  the  use  of  the  In- 
dian money  at  rates  far  below  what  it  was  paying  to  all  other  lenders.  Arthur  An- 
dersen did  not  address  this  issue  because  it  was  outside  the  scope  of  its  engagement. 

The  Department  of  Treasury  cannot  tell  the  BIA  how  much  Indian  trust  money 
it  has.  While  the  deposit  tickets  documenting  lease  payments  were  sent  to  the  BIA 

feneral  ledger  in  Albu<juerque,  the  money  itself  was  deposited  in  the  United  States 
'reasury.  A  reconciliation  of  the  Treasury  accounts  to  the  BIA  general  ledger  is  nec- 
essary to  determine  if  money  was  deposited.  The  BIA  knew  it  could  not  reconcile 
these  accounts  prior  to  1987  because  Treasury  had  destroyed  all  of  its  records  prior 
to  1987.  The  BIA  asked  Arthur  Andersen  to  reconcile  the  period  1987-92.  However, 
Arthur  Andersen  was  able  to  reconcile  only  for  1992  because  for  the  past  20  years 
Treasury  had  commingled  trust  money  belonging  to  Indians  with  Federal  appro- 
priated dollars.  Arthur  Andersen  was  able  to  separate  trust  money  from  appro- 
priated funds  only  for  that  1  year. 

The  reconciliation  process  did  not  include  oil  and  gas  activities.  Approximately 
$200  million  a  year  is  collected  by  MMS  from  oU  and  gas  and  other  mineral  leases 
on  Indian  lands  and  then  transferred  to  the  BIA's  OTFM  or  paid  directly  to  the 
tribes.  No  effort  was  made  to  determine  if  the  payments  reported  by  the  lessees 
were  accurate,  whether  the  amount  they  paid  was  consistent  with  the  rate  called 
for  in  the  lease,  and  whether  the  money  was  paid  in  a  timely  manner.  All  that  Ar- 
thur Andersen  did  in  the  oil  and  gas  area  was  to  reconcile  the  MMS  transfer  docu- 
ments with  the  entries  in  the  BIA  general  ledger  to  identify  clerical  errors. 

Mr.  Chairman,  I  have  presented  all  of  this  detail  about  the  problems  with  the  rec- 
onciliation report  in  the  hope  that  it  will  help  us  all  to  understand  that  we  still  have 
a  long  way  to  travel  before  we  can  put  the  problems  with  the  trust  funds  behind 
us.  Let  me  also  be  clear  in  stating  that  many  significant  trust  fund  management 
reforms  have  occurred  during  the  past  5  years.  These  reforms  were  possible  because 
of  this  committee's  support. 

•  "pie  Office  of  the  Trust  Fund  Management  [OTFM]  was  reorganized,  in- 
creasing the  number  of  staff  and  the  qualifications  of  those  staff.  This  develop- 
ment better  permits  OTFM  to  perform  many  of  the  functions  required  by  the 
Trust  Funds  Reform  Act. 

•  An  automated  trust  funds  accounting  system  has  been  installed  for  tribal 
accounts.  This  allows  OTFM  to  daily  reconcile  and  post  activities  to  tribal  ac- 
counts. 

•  Appointment  of  Mr.  Homan  as  Special  Trustee,  and  the  establishment  of 
the  Oftice  of  the  Special  Trustee  provides  the  government  a  qualified  trust  man- 
agement resource  never  before  available  to  the  trustee  or  beneficiaries. 

•  The  1994  Indian  Trust  Fund  Reform  Act  provides  a  statutory  infrastruc- 
ture offering  guidelines  for  future  reforms. 

The  Committee,  Tribal  Leaders,  ITMA  and  the  Special  Trustee  can  take  pride  in 
these  advances  and  at  the  same  time  feel  great  frustration  in  realizing  that  we  are 
only  partially  there  in  terms  of  a  trust  management  system  even  approaching  those 
of  the  private  sector. 

The  next  steps  in  the  reform  process  are  not  easy.  They  include: 

•  Centralized  custodial  services  for  securities  held  in  the  trust  portfolio. 

•  An  accounts  receivable  system  to  track,  collect  and  account  for  funds  de- 
rived from  Indian  trust  assets. 

•  Automated  accounting  system  for  IIM  accounts. 
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In  addition,  the  Trust  Fund  Reform  Act  requires  the  Secretary  to  account  for  the 
dailv  and  annual  balance  of  all  funds  held  in  trust  for  an  Indian  tribe  or  individual 
Indian  trust  account  holder.  That  responsibility  is  still  not  being  fully  met.  This  sit- 
uation must  be  corrected  as  promptly  as  the  resources  can  be  made  available  to  the 
Secretary  for  the  necessary  systems  and  personnel.  The  Special  Trustee  must  have 
the  additional  resources  necessary  to  accomplish  the  remiired  management  reforms. 
In  particular,  his  fiscal  year  1997  request  to  begin  building  the  infrastructure  re- 
quired to  accomplish  the  daily  collection,  investment,  accounting,  and  disbursement 
of  trust  fun<^  is  criticaJly  important  to  the  ultimate  success  of  tms  effort. 

Until  these  and  other  reforms  are  completed,  the  government's  "breach  of  trust" 
to  Indian  account  holders  continues.  In  fact,  until  these  reforms  are  achieved,  the 
Department  remains  in  violation  of  the  provisions  of  the  Trust  Funds  Reform  Act. 

llie  final  issue  I  want  to  address  today  is  the  question  of  settlements.  The  Trust 
Fund  Reform  Act  requires  each  tribe  to  either  dispute  the  reconciliation  report  or 
to  state  that  they  accept  the  reconciliation  report  as  full  and  complete  accounting 
as  possible  to  ihe  earhest  possible  date".  It  is  possible  that  some  tribes  may  have 
enou^  information  to  reacn  a  settlement  with  the  government  in  respect  to  their 
account  balances;  and  we  encourage  those  tribes  and  the  government  to  reach  settle- 
ments as  quickly  as  possible. 

However,  it  seems  certain  that  many,  if  not  most  tribes,  with  substantial  amounts 
in  these  accounts,  do  not  have  enou^  information  to  enter  into  account  balance  set- 
tlement negotiations.  It  is  critically  important  that  this  committee  not  be  mislead 
into  thinking  that  a  settlement  is  possible  for  these  tribes  at  this  time. 

Technical  assistance  funds  are  needed  to  implement  the  Trust  Fund  Reform  Act 
provisions  which  offer  tribes  the  opportunity  for  self-determination  in  the  manage- 
ment of  their  trust  funds  and  trust  assets.  This  could  well  include  the  management 
of  IIM  accounts.  ITMA  believes  that  it  is  in  the  best  interest  of  the  Federal  Govern- 
ment to  assist  those  tribes  who  desire  to  take  over  these  activities  and  to  relieve 
the  Government  of  further  responsibility.  Technical  assistance  is  also  necessary  if 
Tribes  are  going  to  be  able  to  develop  the  information  which  is  absent  from  the  rec- 
onciliation reports  but  which  must  be  available  to  reach  fair  settlement  of  tribal  ac- 
count balances.  Tribes  cannot  responsibly  exercise  their  authority  to  manage  these 
funds  unless  and  until  they  have  thorough  and  reliable  information  on  the  account 
balances.  The  BIA's  reconciliation  report  does  not  provide  that  information  for  most, 
if  not  all,  tribes. 

As  we  move  forward  with  the  implementation  of  the  Trust  Fund  Reform  Act,  we 
will  need  to  find  an  effective  way  to  evaluate  the  HM  accounts.  We  know  that  the 
Department  lacks  the  fiinds  for  an  actual  audit  of  those  accounts.  We  also  know 
that  an  audit  may  not  be  feasible  for  such  practical  reasons  as  the  absence  of  essen- 
tial records.  However,  it  is  vitally  important  that  we  try  to  agree  upon  a  process 
for  an  evaluation  of  these  accounts  and  their  balances  which  will  be  accurate  and 

J)rovide  as  fair  and  fbll  an  accounting  as  possible  to  the  account  holders.  We  look 
brward  to  working  with  the  committee  toward  that  end. 

On  behalf  of  the  members  of  ITMA,  I  want  to  thank  the  committee,  and  particu- 
larly Chairman  McCain,  for  all  of  your  help  and  assistance  over  the  years.  With 
your  continued  interest  and  support,  I  am  confident  that  we  can  arrive  at  a  fair  and 
reasonable  resolution  to  the  problems  which  have  been  created  by  the  mismanage- 
ment of  the  trust  funds. 
I  will  be  pleased  to  answer  any  questions  the  committee  may  have. 


Prepared  Statement  of  Ivan  Makil,  President,  Salt  River  Pima  Maricopa 

Indian  Community 

Mr.  Chairman  and  members  of  the  committee,  I  appreciate  the  opportunity  to  tes- 
tify on  this  important  issue.  My  name  is  Ivan  Makil.  I  am  President  of  the  Salt 
River  Pima  Maricopa  Indian  Community.  I  am  also  a  member  of  the  Special  Trust- 
ee's Advisory  Boara  and  a  name  plaintifi"  in  the  class  action  lawsuit  filed  yesterday 
on  behalf  of  the  300,000  DM  accountant  holders  against  Secretary  Babbitt  and  As- 
sistant Secretary  Deer  for  breach  of  their  obligations  as  trustees  of  Indian  trust 
funds. 

Last  Fall,  I  agreed  to  serve  as  a  member  of  the  Special  Trustee  Advisory  Board 
because  of  my  hieh  hopes  that  the  Trust  Fund  Reform  Act,  which  this  committee 
spent  2  vears  wonting  on,  would  finally  correct  the  largest  and  longest-running  vio- 
lation of  trust  law  in  the  history  of  our  country.  Last  week,  I  agreed  to  be  a  plaintiff 
in  the  litigation  because  I  was  frustrated  by  the  Departments  effort  not  to  follow 
that  act,  cover-up  the  extent  of  the  Department's  breach,  and  stifle  the  Special 
Trustee  and  the  Advisory  Board. 
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Below,  afler  documenting  these  serious  charges,  I  propose  some  solutions  to  this 
problem.  They  are  radical  but  sound  remedies,  out  we  are  facing  a  very  serious  cri- 
sis. It  is  a  crisis  not  just  for  Indian  people  but  for  all  Americans.  If  the  executive 
branch  of  the  Federal  Government  is  mcapable  of  correcting  violations  of  law  by  its 
own  Departments,  if  it  takes  a  Federal  court  to  compel  an  agency  of  the  United 
States  to  cease  violating  its  legal  trust  responsibility,  then  the  U.S.  Government  will 
have  lost  its  moral  authority  to  compel  banks,  labor  unions,  securities  firms  and  all 
other  entities  that  hold  money  of  the  American  people  in  trust,  to  comply  with  the 
law. 

When  I  agreed  to  serve  on  the  Special  Trustee's  Advisory  Committee,  I  was  im- 
pressed by  Mr.  Homan's  credentials  and  experience.  After  working  with  him  for  the 
f)a8t  6  months,  I  am  equally  impressed  by  nis  commitment  to  correcting  this  prob- 
em,  his  honesty  and  ms  quick  grasp  of  the  steps  needed  to  correct  tms  problem. 
On  November  14,  1995,  after  being  in  office  for  less  than  2  months,  Mr.  Homan  pub- 
lished his  outline  of  the  strategic  plan  for  bringing  the  Interior  trust  systems  into 
compliance  with  trust  standards.  Tne  plan  is  mandated  by  that  the  Reform  Act  and 
is  due  by  September  1996,  1  year  after  Mr.  Homan  took  office.  Despite  the  fact  that 
he  had  no  staff  and  no  funding,  he  brought  more  clarity  and  direction  to  solving 
the  trust  fund  problem  in  2  months  than  the  entire  Interior  Department  had  done 
previously  in  the  6  ^ears  that  I  have  been  involved  in  this  issue. 

The  cost  of  tummg  the  outline  into  the  detailed  strategic  plan  required  by  the 
Reform  Act  was  estimated  at  $2  million.  The  Special  Trustee  asked  the  Department 
of  the  Interior  to  locate  $2  million  that  could  be  reprogrammed  from  somewhere  in 
the  Department's  $12  billion  budget  to  enable  him  to  complete  the  plan  by  the  dead- 
line. Despite  the  fact  that  the  plan  was  mandated  by  statute  ana  is  the  necessary 
first  step  to  ending  the  Department's  breach  of  trust,  the  Secretary's  office  said  he 
was  unable  to  find  any  portion  of  the  money  needed.  As  a  result,  the  Special  Trustee 
has  not  been  able  to  do  anything  further  on  the  strategic  plan  since  November  and 
he  will  be  at  least  1  year  late  m  meeting  the  deadline  set  in  the  Reform  Act  for 
his  plan.  It  is  ironic  that  the  Department  was  so  concerned  about  meeting  their  obli- 
gation to  report  to  Congress  by  May  31  on  the  reconciliation  that  his  staff  repeat- 
edly contacted  this  committee  about  the  deadline.  Yet,  they  appear  to  show  no  con- 
cern about  the  much  more  important  Strategic  Plan  report  deadline,  the  report  that 
is  necessary  to  end  the  violations  of  the  law  and  end  the  millions  of  dollars  in  liabil- 
ity the  United  States  in  accruing  every  month  the  system  remains  in  violation  of 
the  law. 

More  recently,  the  Special  Trustee  asked  the  Department  for  $15,000  to  hold  a 
meeting  of  the  Advisory  Board.  Again  his  request  was  rejected.  Except  for  our  orga- 
nizational meeting  in  December,  the  Advisory  Board  has  had  no  meetings  and  will 
have  no  meetings  for  at  least  the  rest  of  this  Fiscal  Year.  As  a  result,  the  Indian 
community  is  completely  excluded  from  whatever  deliberations  are  occurring  within 
the  Department  about  trust  fund  reform. 

Yet,  during  this  same  period  that  he  could  find  no  money  for  trust  fund  reform, 
the  Secretary  went  on  television  to  announce  that  he  would  find  $4  million  in  emer- 
gency money  to  fix  the  C&O  canal  and  to  announce  that  he  would  be  including  $100 
million  in  new  money  in  the  fiscal  year  97  budget  to  purchase  land  in  the  Ever- 

f lades.  I  am  not  opposed  to  these  environmental  activities.  But  as  a  public  official, 
know  that  I  must  meet  my  legal  obligations  before  I  chase  after  the  programs  that 
meet  my  personal  and  political  agenda.  Not  only  has  the  Department  faUed  to  make 
coming  into  compliance  with  the  law  their  highest  priority,  they  have  placed  it  far 
below  other  agendas. 

In  order  to  insure  outside  pressures  do  not  force  the  Department  to  move  trust 
funds  higher  up  on  his  prionty  list,  the  Secretary  and  his  staff  seem  to  keep  the 
Special  Trustee  from  speaking  frankly  to  his  beneficiaries  or  teiking  steps  to  insure 
the  full  scope  of  this  problem  is  fiilly  understood  by  the  account  nolders  and  the 
public. 

Those  of  us  on  the  Advisory  Board  have  suspected  for  some  time  that  the  Depart- 
ment was  muzzling  the  Special  Trustee.  We  were  very  concerned  last  month  at  a 
meeting  of  tribal  omcials,  when  Mr.  Homan  responded  to  (juestion  after  question  by 
saying,  "I  have  a  personal  and  professional  opinion  on  that  issue,  but  I  have  been 
instructed  not  to  say  anything  on  that  subject."  After  150  years,  we  finally  have 
someone  2  in  the  Interior  Department  who  knows  something  about  trust  fund  man- 
agement and  who  is  committed  to  carrying  out  a  trustee's  duties,  and  he  is  appar- 
ently muzzled  by  the  Department. 

The  third  reason  I  decided  to  become  a  plaintiff  in  the  lawsuit  is  that  it  became 
increasingly  clear  that  the  Department  was  trying  to  cover-up  the  full  extent  of  the 
Government's  liability  to  the  account  holders  as  a  result  of  Interior's  historical  mis- 
management. The  $2.4  billion  identified  as  unreconcilable  by  Arthur  Andersen  ap- 
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pears  to  be  the  tip  of  the  iceberg  regarding  the  Federal  Government's  liability.  For 
example,  Arthur  Andersen  did  not  address  the  losses  the  account  holders  suftered 
because  the  Government  never  installed  an  accounts  receivable  system  and  there- 
fore cannot  tell  an  account  holder  if  a  lessee  paid  what  was  due  under  the  lease. 

Yet  when  we  sought  to  raise  the  issue  of  the  larger  liability  with  Interior,  Hirough 
our  attorneys,  we  were  told  that  the  problem  is  too  big  and  the  Government  simply 
does  not  know  how  to  deal  with  it.  In  other  words.  Interior's  position  is  that  Govern- 
ment has  made  such  a  mess  out  of  the  trust  fund  records  that  it  should  now  be  let 
off  the  hook  because  it  will  be  too  difficult  to  calculate  the  losses  suffered  by  the 
account  holders. 

When  the  plaintiffs  in  the  lawsuit  approached  Price-Waterhouse  with  the  same 
issue,  we  were  told  that  the  techniques  of  economic  modeling  make  it  feasible  to 
produce  valid  estimates  of  the  liability  that  will  hold  up  in  court,  and  can  be  done 
at  a  cost  that  is  only  a  fraction  of  what  Interior  paid  Arthur  Andersen  for  looking 
at  the  tip  of  the  iceberg.  In  other  words,  it  was  not  that  the  Government  could  not 
figure  out  how  to  determine  its  liability,  it  simply  did  not  want  to  and  made  no  ef- 
fort to  see  how  it  could  be  done.  In  my  book,  this  is  called  a  cover-up.  Fortunately, 
it  is  not  a  successfial  one,  because  Price-Waterhouse  will  be  presenting  the  calcula- 
tions Interior  said  could  not  be  done  in  court  during  the  evidentiary  portion  of  our 
lawsuit. 

In  sum,  the  Department  has  made  meeting  their  legal  obligations  a  low  priority, 
has  undermined  tne  Special  Trustee,  and  has  tried  to  cover-up  the  full  extent  of  the 
Government's  liability.  However,  to  make  clear  that  this  is  not  a  personal  attack 
on  Secretary  Babbitt,  I  want  to  emphasize  that,  with  some  minor  changes  in  the 
facts,  these  same  charges  could  be  leveled  against  former  Secretary  Lujan  when  he 
was  in  office,  former  Secretary  Andres  when  he  was  in  office,  and  every  other  Inte- 
rior Secretary  for  the  past  100  years.  They  all  knew  they  were  in  breach  of  trust, 
they  all  made,  at  best,  token  eflorts  to  correct  the  breach,  and  they  all  worked  to 
bury  the  problem  until  they  could  pass  it  on  to  their  successor.  The  message  is 
clear — the  Secretary  of  the  hiterior,  mstitutionally,  is  incapable  of  solving  this  prob- 
lem- 

I  have  several  proposed  solutions,  aU  of  which  require  Congressional  action.  How- 
ever, while  I  believe  the  Department  is  incapable  oi  leading  tne  reform  effort,  I  will 
not  recommend  that  the  trust  functions  be  removed  from  the  Interior  Department 
at  this  time.  To  the  contrary,  I  strongly  oppose  any  effort  to  relocate  the  trust  func- 
tions at  this  time.  I  do  so  for  two  reasons.  First,  in  emergency  medical  care,  when 
a  person  has  many  broken  bones,  they  teach  you  to  stabilize  the  patient  before  you 
move  them.  The  trust  fund  program  is  broken  and  it  should  not  be  moved  untU  the 
new  systems  are  put  in  place  (systems  that  wUl  be  needed  wherever  the  trust  func- 
tions ultimately  end  up).  Otherwise,  it  will  cause  enormous  dislocation  for  the  thou- 
sands of  Indians  who  rely  on  their  trust  money  for  survival.  It  will  also  likely  de- 
stroy much  of  the  evidence  needed  to  finally  determine  the  scope  of  the  losses  suf- 
fered by  the  account  holders  over  the  years. 

Second,  moving  it  now  would  violate  this  committee's  commitment  to  self-deter- 
mination and  the  policy  it  has  set  forth  in  S.  814.  That  bill  says  that  the  reorganiza- 
tion of  the  BIA  wiU  be  put  into  the  hands  of  the  tribes,  at  the  local,  area  and  na- 
tional levels.  That  same  principle  needs  to  be  applied  to  trust  fiinds  management. 
The  future  of  that  program  should  not  be  dictated  from  Washin^on  out  of  frustra- 
tion at  the  problems  I  discussed  above.  During  the  3  years  it  wiU  take  to  stabilize 
the  program,  the  Special  Trustee,  the  Advisory  Board,  and  others  should  be  tasked 
with  the  responsibility  of  initiating  a  dialog  with  the  tribal  and  individual  account 
holders  on  the  future  of  that  program.  At  the  end  of  the  3  year  period,  the  Indian 
community  should  be  asked  to  produce  a  reorganization  plan  for  that  program's  fu- 
ture. This  is  no  different  from  what  S.  814  provides  for  other  BIA  programs. 

To  insure  the  program  does  get  fixed  during  the  3  year  period  while  its  future 
is  being  debated  by  the  Indian  community,  I  have  three  recommendations.  They  are 
as  follows: 

No.  1.  That  for  fiscal  year  97,  98  and  99,  an  amount  equal  to  1/2  of  1  percent 
should  be  taken  from  every  line  item  in  the  Interior  Department  budget  and  trans- 
ferred from  that  line  item  to  a  fund  to  correct  the  trust  systems.  This  will  raise  $60 
million  a  year,  which  will  be  enough  to  correct  the  problems,  using  the  budget  pre- 
pared by  the  Special  Trustee.  The  loss  of  1/2  of  1  percent  of  its  budget  will  not  seri- 
ously hurt  any  agency  in  the  Department,  while  it  will  take  the  Department  out  of 
its  present  status  as  the  largest  trust  violator  in  legal  history. 

No.  2.  Amend  the  Reform  Act  to  convert  the  Office  of  Special  Trustee  and  the  Ad- 
visory Board  into  a  control  board  similar  to  what  Congress  created  when  it  con- 
cluded that  the  government  of  the  District  of  Columbia  was  incapable  of  reforming 
itself.  The  trust  fund  control  board  would  have  the  authority  to  compel  action  and 
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to  approve  all  trust  related  activities  bv  every  Interior  ofllcial.  The  Department 
would  have  no  authority  over  the  control  board.  There  is  precedent  for  a  part  of  a 
Federal  agency  to  not  be  subject  to  the  authority  of  the  Secretary.  For  example,  the 
Comptroller  of  the  Currency  is  not  subject  to  the  Treasury  Secretary's  authority. 

No.  3.  Amend  the  Trust  Fund  Reform  Act  to  give  the  Special  Trustee  the  inde- 
pendent authority  to  file  suit  in  Federal  Court  wnen  necessary  to  stop  breaches  of 
trust  or  to  prevent  violations  of  the  Reform  Act.  This  will  permit  the  Trustee  to  in- 
tervene in  our  lawsuit  on  the  side  of  the  account  holders,  or  at  least  as  an  aid  to 
the  court.  Without  it,  he  will  be  treated  as  an  employee  of  the  defendant,  where  he 
will  be  kept  silent  by  the  Justice  Department  attorneys,  thereby  denying  the  court 
the  valuable  insights  and  expertise  he  has. 

Only  by  removing  the  Department  from  a  position  of  authority  over  the  trust 
functions,  compelling  the  Department  to  produce  the  money  to  corT«:t  the  violations, 
and  giving  the  Special  Trustee  the  independent  authority  to  go  to  court,  will  the 
problems  1  discussed  above — the  low  priority  for  trust  reform,  the  apparent  muz- 
zling of  the  Special  Trustee  and  the  Department's  stonewalling — be  efiectively  cor- 
rected. 

I  am  available  to  assist  the  Committee  to  develop  these  proposals  into  legislation. 
Thank  you  for  the  opportunity  to  testify. 


Prepared  Statement  of  W.  Ron  Allen,  President,  National  Congress  of 

American  Indl\ns 

Good  morning  Chairman  McCain,  Vice  Chairman  Inouye  and  members  of  the 
Committee.  Thank  you  for  the  opportunity  to  submit  a  statement  for  the  record  re- 
garding the  management  of  Indian  trust  funds  and  how  it  affects  the  lives  of  Indian 
people.  My  name  is  W.  Ron  Allen,  I  am  Chairman  of  the  Jamestown  STClallam  Tribe 
of  Washington  State  and  F*resident  of  the  National  Congress  of  American  Indians, 
the  oldest,  largest,  and  most  representative  Indian  organization  in  the  Nation.  The 
National  Congress  of  American  Indians  was  established  in  1944  in  response  to  ter- 
mination and  assimilation  policies  promulgated  by  the  Federal  Government  which 
proved  to  be  devastating  to  Indian  nations  and  Indian  people  throughout  the  coun- 
try. NCAI  remains  dedicated  to  advocating  aggressively  on  behalf  of  the  interests 
01^  our  210  member  tribes  on  a  variety  of  issues  including  the  vital  issue  of  trust 
funds  management. 

Pursuant  to  its  recognized  trust  obligation,  the  U.S.  Government  is  responsible  for 
the  management  of  tribal  assets  ana  funds  derived  therefrom.  These  assets  and 
funds  are  derived  from  a  variety  of  sources  that  may  include:  Land  use  agreements, 
the  leasing  of  Indian  lands  for  grazing,  timber  and  mineral  development,  including 
individual  allotments;  royalties  associated  with  the  extraction  of  oil,  gas  and  coal; 
as  well  as  income  from  the  investment  of  tribal  judgment  funds.  It  is  the  duty  of 
the  United  States,  through  its  role  as  trustee,  to  maintain  records,  to  deposit  re- 
ceipts, to  make  sound  investments,  and  to  account  regularly  and  accurately  to  the 
beneficiaries  on  the  status  of  these  funds. 

The  Federal  Government  currently  holds  approximately  $450  million  in  300,000 
individual  trust  accounts.  Unfortunately,  there  are  reportedly  no  records  for  over 
$100  million  of  those  dollars.  In  tribal  trust  accounts  overall  $2.4  billion  still  re- 
mains unreconciled.  The  General  Accounting  Office  [GAO],  the  Inspector  General  of 
the  Department  of  the  Interior,  as  well  as  private  accounting  firms  have  all  issued 
various  reports  detailing  how  the  Federal  Government  has  faued  to  perform  its  fidu- 
ciary duties  and  breached  its  trust  responsibility  to  the  beneficiaries  of  these  ac- 
counts. 

In  1994  Congress  passed  the  Indian  Trust  Fund  Management  Reform  Act  in  an 
attempt  to  begin  to  rectify  these  long-standing  problems.  Tne  1994  Act,  among  other 
things,  created  the  Office  of  the  Special  Trustee  for  American  Indians.  It  was  ex- 
pected that  the  Special  Trustee  would  create  an  accountable  system  by  implement- 
ing the  reforms  necessary  for  the  proper  discharge  of  the  Secretary's  trust  respon- 
sibilities to  Indian  nations  and  people.  However,  since  that  office  was  created  there 
have  been  numerous  obstacles  in  resolving  the  myriad  levels  of  mismanagement. 

As  stated  earlier,  $2.4  billion  in  funds  remain  unreconciled.  In  testimony  before 
this  committee,  the  Clinton  Administration  estimates  that  reconciliation  will  cost 
between  $100  and  $120  million  over  3  years  and  that  without  that  funding,  there 
will  be  no  increase  in  the  degree  of  accountability  from  the  Department.  According 
to  Mr.  Paul  Homan,  Special  Trustee  for  American  Indians,  the  Bureau  of  Indian  A^ 
fairs'  systems  for  trust  funds  management  are  defective  and  outdated.  Over  the  past 
thirty  years  the  BIA  has  failed  to  invest  in  the  modernization  of  their  account  sys- 
tems. In  addition,  the  BIA's  investment  activity  in  general  leaves  many  questions 
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with  regard  to  the  potential  for  funds  were  they  properly  invested.  Hundreds  of  mil- 
lions of  dollars  in  potential  interest  has  been  lost  because  money  was  left  in  the 
form  of  cash  for  long  periods  of  time.  As  a  result  of  this  and  the  widespread  percep- 
tion that  the  BIA  is  wasteful  and  ineffective,  many  in  Congress  are  hesitant  to  ap- 
mx)priate  money  to  an  entity  so  riddled  with  apparent  financial  mismanagement. 
The  c[uestion  is,  when  will  the  tribes  get  answers  and  given  the  current  fiscal  cli- 
mate, when  will  the  tribes  get  access  to  what  is  vitally  needed. 

For  more  than  30  years  basic  operating  principles  were  neglected  by  the  BIA's  Of- 
fice of  Trust  Fund  Management  while  tribal  resources  flowed  from  the  reservations. 
Without  an  accounts  receivable  system  and  with  so  many  leases  "missing^,  the  BIA 
is  unable  to  tell  the  trust  account  holders  whether  all  of  the  income  due  on  their 
asset  leases  have  been  collected.  Mineral  Management  Service  [MMS]  operations  on 
tribal  lands  also  continued  with  no  system  to  guarantee  that  the  legal  amount  due 
to  a  tribe  or  individual  on  those  resources  was  in  fact  paid.  The  pursuit  of  those 
assets  lost  to  Indian  people  as  a  result  of  such  activities  is  an  issue  of  vital  concern 
to  NCAI  and  tribes  nationwide.  Without  adequate  records  and  without  an  adequate 
remedial  plan  how  can  the  government  expect  to  reconcile  such  issues?  Until  these 
and  other  issues  are  addressed,  the  Federal  Government  will  continue  to  violate  it 
trust  responsibility  as  well  as  the  provisions  of  the  Trust  Funds  Reform  Act. 

Mr.  Chairman,  one  of  the  most  troubling  aspects  of  this  situation  is  the  fact  that 
the  Federal  Government  is  not  mismanaging  its  own  funds,  but  the  Ainds  of  others, 
some  comprising  the  poorest  communities  in  the  nation.  With  another  year  of  poten- 
tially serious  budget  cuts  to  Indian  programs,  our  people  face  even  darker  budget 
times  ahead.  These  are  not  questions  of  social  welfare  or  government  handouts,  tne 
funds  we  spesik  of  are  our  own:  Indian  tribes  and  individual  Indians  have  reposed 
trust  in  the  United  States  but  that  trust  has  been  violated.  Our  people,  many  of 
whom  gave  their  lives  in  battle  for  this  country,  expect  this  great  nation  to  live  up 
to  the  agreements  we  have  signed. 

Mr.  Chairman,  this  issue  is  about  government  mismanagement  and 
unaccountability  in  its  worst  form.  If  this  degree  of  mismanagement  and 
unaccountability  were  discovered  in  the  private  sector  there  would  be  many  people 
in  Federal  prison.  Because  of  the  involvement  of  Indian  tribes  and  "Indian  money^, 
the  tribes  are  once  again  being  denied  a  full  measure  of  justice.  We  urge  the  Con- 
gress and  the  Admimstration  to  fulfill  its  fiduciary  duty  to  Indian  nations  and  peo- 
ple and  to  uphold  that  responsibility,  which  includes  the  proper  management  of^ In- 
dian trust  funds.  It  is  the  joint  duty  of  the  Congress  and  the  Administration  to  re- 
solve this  critical  problem;  and  as  a  nation  who  proclaims  to  stand  squarely  on  the 
principles  of  freedom,  justice  and  equality  this  nation  must  first  fulfill  its  original 
Contract  with  America".  Again,  thank  you  Mr.  Chairman  and  all  the  members  of 
the  Committee  for  the  opportunity  to  submit  this  statement. 


The  Secretary  of  the  Interior 

Washington,  DC.  May  31.  1996. 
Hon.  John  McCain, 
Committee  on  Indian  A/fairs, 
U.S.  Senate  Washington.  DC. 

Dear  Senator  McCain:  Section  304  of  the  American  Indian  Trust  Fund  Manage- 
ment Reform  Act  of  1994,  P.L.  103-412  (25  U.S.C.  sec.  4001,  et  seq.)  provides  Tor 
the  submittal  of  a  report  by  the  Secretary  of  the  Interior  to  the  Committee  on  Natu- 
ral Resources  of  the  House  of  Representatives  and  the  Committee  on  Indian  Affairs 
of  the  Senate  by  May  31,  1996,  regarding  the  reconciliation  of  tribal  trust  fund  ac- 
counts. 

Tribal  trust  fund  accounts  were  reconciled  for  the  period  of  July  1,  1972,  through 
September  30,  1992,  by  Arthur  Andersen  LLP  using  procedures  in  a  contract  with 
the  Bureau  of  Indian  Affairs.  Commencing  in  January  1996,  each  account  holder 
was  provided  a  report  on  the  reconciliation  of  its  accounts  along  with  account  state- 
ments that  show  account  balances,  reconciled  transactions,  and  proposed  adjust- 
ments. Each  account  holder  was  also  provided  account  statements  for  the  period  of 
October  1,  1992,  through  September  30,  1995,  which  were  reconciled  internally  by 
the  Office  of  Trust  Funds  Management.  In  addition,  each  account  holder  was  pro- 
vided images  on  CD  ROM  of  the  financial  documents  reconciled  by  Arthur  Andersen 
LLP.  The  imaged  documents  are  Arthur  Andersen  LLPs  actual  working  papers. 

Subsequent  to  the  distribution  of  the  reconciliation  report  and  account  state- 
ments, a  national  meeting,  to  which  all  account  holders  were  invited,  was  held  in 
Albuquerque,  NM,  to  explain  the  reconciliation  methodology  and  the  report  and  ac- 
count statement  format,  content,  and  terminology.  A  series  of  five  [5]  regional  meet- 
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ings,  of  which  two  [2]  have  been  held,  were  also  scheduled  to  work  directly  with 
each  account  holder  to  address  questions  and  issues  on  its  specific  report  and  ac- 
count statements.  At  the  national  and  two  regional  meetings,  account  holders  stated 
that  they  want  their  comments  to  be  includeain  any  report  to  the  Congress. 

Through  April  30,  1996,  seventy  seven  [77]  account  holders  have  responded.  Spe- 
cifically, two  [2]  account  holders  have  accepted  and  three  [3]  account  holders  have 
disputed  their  account  balances.  The  balance  of  the  account  holders  have  requested 
adaitional  time  and/or  a  meeting.  Because  all  of  the  scheduled  meetings  have  not 
been  held  to  receive  and  discuss  account  holder  issues  and  conmients  and  since 
many  account  holders  have  not  communicated  their  acceptance  or  dispute  of  their 
account  balances,  only  an  interim  report  on  the  account  holders'  attestation  can  be 
provided  at  this  time.  Accordingly,  we  submit  herein  the  results  of  the  account  hold- 
ers' communications  through  April  30,  1996,  as  an  interim  report.  Once  the  remain- 
ing scheduled  meetings  have  been  held  and  account  holders  have  had  an  oppor- 
tunity to  conununicate  their  reaction  to  the  balances,  a  final  report  on  account  hold- 
er attestations  will  be  submitted  to  the  Congress,  The  final  report  will  be  sent  by 
November  15,  1996. 

As  required  by  Section  304,  the  following  report  on  the  reconciliation  of  Tribal 
trust  fund  accounts  includes: 

No.  1.  A  description  of  the  methodology  in  reconciling  trust  fund  accounts. 

No.  2.  Information  on  attestations  by  each  account  holder  that  they  accept  the  bal- 
ances in  the  account  statements  or  that  they  dispute  the  balances  along  with  the 
reasons  for  their  dispute. 

No.  3.  The  efforts  the  Secretary  will  undertake  to  resolve  the  disputes. 

METHODOLOGY 

The  methodology  used  to  reconcile  the  Tribal  trust  fund  accounts  consisted  of 
agreed-uponprocedures  applied  to  specific  elements,  accounts  or  items  of  a  financial 
statement.  The  agreed-upon  procedures  methodology,  was  followed  afler  alternative 
methodologies  and  approaches  were  considered  by  the  Department  of  the  Interior, 
the  Office  of  Management  and  Budget,  the  General  Accounting  Office  and  the  Inter- 
tribal Monitoring  Association.  The  performance  of  the  work  and  the  reporting  of  the 
findings  were  governed  by  the  Statement  on  Auditing  Standards  35  issued  by  the 
Auditing  Standards  Board,  American  Institute  of  Certified  Public  Accountants.  The 
work  performed,  however,  is  not  an  audit  as  defined  by  the  American  Institute  of 
Certified  Public  Accountants  because  all  the  necessary  financial  records  required  to 

Serform  an  audit  could  not  be  located.  Consequently,  the  conclusions  that  can  be 
rawn  from  the  results  can  only  be  related  to  the  records  reviewed  and  cannot  be 
applied  to  any  unreconciled  transaction.  The  specific  procedures  applied  by  Arthur 
Andersen  LLP  are  described  in  its  "Agreed-Upon  Procedures  and  Findings  Report 
of  Independent  Public  Accountants"  dated  December  31,  1995  [see  Enclosure  I]. 
Also,  enclosed  is  a  copy  of  a  "Sample"  report  submitted  to  each  account  holder  which 
demonstrates  the  report  format,  detailed  description  of  the  reconciliation  methodol- 
ogy and  the  terminology  used  [see  Enclosure  11]. 

ATTESTATION 

Distribution  of  the  agreed-upon  procedures  report  and  account  statements  to  ac- 
count holders  commenced  in  January  1996.  The  report  and  account  statements  were 
sent  to  280  account  holders  [see  Enclosure  HI].  The  whereabouts  of  nine  [9]  account 
holders  were  unknown  and  distribution  could  not  be  made.  Also,  account  statements 
were  not  sent  to  individual  Indians  who  received  a  per  capita  distribution  of  tribal 
trust  funds. 

To  assist  account  holders  in  making  an  informed  decision  on  the  Agreed-Upon 
Procedures  and  Findings  Report  and  account  statements,  account  holders  were  in- 
vited to  send  representatives  to  a  national  meeting  held  February  14  and  15,  1996, 
in  Albuquerque,  NM.  At  this  meeting,  the  Office  ofthe  Special  Trustee  for  American 
Indians  and  Arthur  Andersen  LLP  discussed  the  methodology  and  findings  resulting 
from  applying  the  agreed-upon  procedures  and  described  in  detail  the  format,  con- 
tent ancf  terminology  of  the  report  and  account  statements.  A  demonstration  on  the 
use  and  content  of  the  CD  ROM  was  also  provided.  A  listing  of  the  account  holders 
that  attended  this  meeting  is  presented  in  Enclosure  IV. 

In  addition  to  the  national  meeting,  a  series  of  five  regional  meetings  were  sched- 
uled throughout  the  country  to  provide  account  holders  with  individual  consultation 
on  their  report  and  account  statements.  The  first  two  [2]  regional  meetings  have 
been  completed  and  a  list  of  the  account  holders  that  attendeaeach  meeting  is  con- 
tained in  Enclosure  V.  None  ofthe  account  holders  attending  these  meetings  accept- 
ed or  disputed  their  account  balances.  The  regional  meetings  schedule  is  as  follows: 

March  19-22,  1996    Sacramento,  CA. 
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April  9-12,  1996    Portland,  OR. 
June  3-7,  1996    Tulsa,  OK. 
June  18-21,  1996    BUUngs,  MT. 
July  16-19,  1996    Albuquerque,  NM 

In  addition  to  the  regional  meetings,  final  exit  conferences  were  held  with  four 
[4]  of  the  five  [5]  tribes  that  participated  in  the  Five  Tribes  Pilot  to  discuss  their 
individual  report  findings  and  account  statements.  The  Five  Tribes  Pilot  project  in- 
volved the  Hopi,  Yakama,  Flathead,  Fort  Berthold,  and  Fort  Peck  Tribes  and  had 
two  components.  First,  it  used  available  records  to  reconcile  the  accounts  of  those 
tribes  on  an  expedited  basis.  Second,  staff  worked  onsite  to  compare  the  terms  of 
leases  with  the  actual  amount  of  cash  collected.  The  Hopi  representative  ordy  sought 
clarification  of  the  tribe's  report,  statements,  and  the  settlement  process,  tne  tnbe 
has  not  communicated  a  decision  as  to  acceptance  or  dispute  of  their  account  bal- 
ances. At  the  meeting  with  the  Yakama  Tribal  representatives,  we  received  a  resolu- 
tion from  the  Yakama  Tribal  Council  that  set  forth  measures  to  meet  the  local 
needs  and  priorities  of  the  tribe  but  did  not  directly  address  the  account  balance 
issue.  A  copy  of  the  resolution  is  provided  as  Enclosure  VI.  The  Flathead  Tribe  ad- 
vised by  a  formal  statement  [see  Enclosure  VII]  that  they  did  not  accept  the  account 
balances  and  requested  meetings  to  attempt  a  negotiated  settlement.  The  Fort  Peck 
Tribe  maintained  their  position  that  they  would  accept  only  a  fijll  accounting  of 
their  trust  assets  and  that  the  reconciliation  project  was  not  sufficient  A  final  exit 
conference  with  the  Fort  Berthold  Tribe  is  pending.  The  fiiU  text  of  the  response 
of  Assiniboine  and  Sioux  Tribes  of  the  Fort  Peck  Iteservation  is  enclosed  as  Enclo- 
sure vni. 

Through  April  30,  1996,  28  percent  of  the  account  holders  that  were  provided  a 
report  and  account  statements  nave  communicated  with  us  concerning  their  account 
balances.  Included  with  each  account  holder's  individual  report  and  account  state- 
ments was  an  "Acknowledgment"  form  [see  Enclosure  DC]  for  the  convenience  of  the 
account  holder  to  communicate  its  acceptance  or  dispute  of  its  account  balances. 
Through  April  30,  1996,  77  of  the  280  account  holders  that  were  sent  a  report  and 
account  statements  have  responded  [see  Enclosure  X]  by  use  of  the  acknowledgment 
form  or  other  formal  written  communication.  Specifically,  two  [2]  account  holders 
have  accepted  [see  Enclosure  XI]  and  three  [3]  account  holders  have  disputed  their 
account  balances  [see  Enclosures  VI,  VII  and  XII]. 

Three  [3]  of  the  77  account  holders  only  requested  a  meeting  to  discuss  their  spe- 
cific questions  or  concerns  regarding  the  report  and  account  statements,  but  did  not 
request  additional  time.  Sixtv-nine  [69]  responded  that  they  required  additional 
time  to  review  the  reports  and  made  no  response  as  to  acceptance  or  dispute  of  the 
account  balances.  Thirty  [30]  of  this  latter  category  also  requested  an  individual 
meeting  to  discuss  their  report  and  statements.  The  purpose  of  the  regional  meet- 
ings is  to  accommodate  the  account  holders  wishing  individual  meetings. 

DISPUTE  RESOLUTION 

Subsection  3  of  Section  304  ofthe  Act  requires  "a  statement  by  the  Secretary  with 
regard  to  each  account  balance  disputed  by  the  account  holder  outlining  efforts  the 
Secretary  will  undertake  to  resolve  the  dispute."  Through  April  30,  1996,  three  [3] 
oflhe  280  account  holders  have  disputed  the  balance  of  their  accounts.  Until  we 
complete  our  regional  meetings  and  the  tribes  have  had  an  opportunity  to  analyze 
the  reports  and  documentation  they  have  been  provided,  the  Department  will  not 
know  now  many  tribes  will  dispute  the  balance  of  their  accounts.  At  that  time,  the 
Department  will  be  in  a  position  to  propose  a  mechanism  to  resolve  any  such  dis- 
putes. 

Sincerely, 

Bruce  Babbitt,  Secretary. 


Responses  of  Edward  B.  Cohen  to  the  Supplemental  Questions  of  the  Sen- 
ate Committee  on  Indl\n  Affairs  on  the  June  ii  Oversight  Hearing  on  In- 
dian Trust  Funds  Management 

Question  1:  Does  the  Department  contend  that  its  recent  reconciliation  report 
provides  each  tribe  with  sumcient  information  to  determine  whether  the  Depart- 
ment has  honored  or  breached  its  trust  obligations  concerning  these  tribal  funds? 

K  your  answer  is  yes,  then  explain  how  you  have  come  to  that  conclusion  when 
the  reconciliation  report  is  silent  on  several  hundred  billion  dollars  worth  of  invest- 
ment transactions  and  on  tribal  funds  from  oil  and  gas  receipts  through  Interior's 
Minerals  Management  Service? 
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Answer:  The  (question  of  whether  the  Department  has  breached  its  trust  obliga- 
tions to  any  particular  tribe  with  regard  to  its  management  of  tribal  trust  funds  is 
a  complex  inquiry,  both  legally  and  factually,  and  the  reconciliation  report  alone 
cannot  serve  as  the  basis  for  answering  that  q^uestion. 

As  you  know,  the  tribal  trust  fund  reconaliation  is  limited  to  tribal  trust  fund 
transactions  for  the  period  July  1972  throu^  September  1992.  The  scope  of  the  rec- 
onciliation was  initially  examined  in  Phase  I  of  the  BIA's  contract  with  Arthur  An- 
dersen, which  disclosed  that  all  supporting  documents  could  not  be  located.  As  a 
consequence,  it  was  resolved  that  an  audit  would  not  produce  meaningful  results. 
In  view  of  this,  the  Department  of  the  Interior,  in  consultation  with  the  Office  of 
Management  and  Budget  [0MB]  and  the  Intertribal  Monitoring  Association  [ITMA], 
considered  alternative  methodologies  and  approaches  with  the  goal  of  producing  as 
accurate  an  accounting  as  practicable.  Pursuant  to  that  effort,  the  Arthur  Andersen 
contract  was  modified  to  incorporate  the  agreed-upon  procedures  methodology.  It 
was  acknowledged  by  all  parties  involved  that  this  metnodology  did  not  constitute 
an  audit  in  accordance  with  generally  accepted  auditing  standards,  but  neverthe- 
less, it  was  considered  the  best  alternative  to  use  to  reconcile  the  tribal  trust  fund 
accounts  back  to  July  1972. 

In  addition,  after  the  reconciliation  had  commenced,  deadlines  established  by  Con- 
^[ress  in  the  American  Indian  Trust  Fund  Management  Reform  Act,  as  well  as  fund- 
ing reductions,  made  it  impossible  to  commence  or  complete  aU  procedures  that 
were  planned  to  be  included  in  the  reconciliation.  The  reconciliation  report,  which 
was  provided  to  the  Committee  along  with  the  Secretary's  report  on  May  31,  de- 
scribes in  detail  the  procedures  that  were  used  in,  and  the  results  of,  the  reconcili- 
ation. 

Of  the  $17.7  billion  in  tribal  trust  fund  non-investment  transactions  that  were  en- 
compassed in  this  effort,  $15.3  bUlion  were  reconciled  and  $2.4  billion  could  not  be 
reconciled  because  documents  to  verify  or  support  the  transactions  could  not  be  lo- 
cated. With  regard  to  the  reconciled  transactions,  a  relatively  small  rate  of  error 
was  found.  The  Department  will  make  recommendations  to  Congress  on  how  those 
errors  should  be  remedied.  With  regard  to  the  unreconciled  transactions,  the  report 
does  not  provide  a  basis  for  determining  whether  and  to  what  extent  a  particular 
tribe  may,  in  fact,  have  suffered  a  loss. 

Once  the  Department  completes  its  meetings  with  all  tribes,  it  wiU  ask  those 
tribes  whether  they  accept  or  dispute  the  balances  in  their  accounts  as  determined 
by  the  reconciliation  process.  Once  these  responses  have  been  received,  the  Depart- 
ment will  be  in  a  better  position  to  evaluate  how  disputes  should  be  resolved. 

Question  2:  What  is  the  Interior  Department's  view  of  GAO's  settlement  process 
proposal? 

Answer:  The  Department  believes  that  GAO  is  on  the  right  track  in  proposing 
a  settlement  process  that  envisions  something  other  than  the  traditional  litigation 
approach.  However,  we  believe  that  the  GAO's  settlement  process  proposal  would 
be  as  cumbersome  and  expensive  as  litigation.  For  example,  the  GAO's  proposal 
would  require  that  a  great  deal  of  resources  and  funding  be  expended  on  non-oind- 
ing  mediated  settlement  negotiations.  This  procedure  would  then  be  followed  by  an 
even  more  resource-intensive  binding  arbitration  process  in  which  the  limits  of*^  dis- 
covery are  not  defined.  These  resource  concerns  are  exacerbated  by  the  lack  of  pro- 
cedural requirements  for  the  arbitration  proceedings,  which  raises  issues  of  uniform- 
ity and  fairness  as  well. 

Given  the  shortcomings  of  the  GAO  proposal,  and  the  fact  that  trust  fund  litiga- 
tion is  usually  extremely  costly  and  inefficient  for  all  parties  involved,  the  Depart- 
ment generally  supports  the  concept  of  a  legislative  settlement.  Most  account  hold- 
ers have  not  yet  communicated  their  acceptance  or  dispute  of  their  account  balances 
and  we  do  not  know  the  nature  or  scope  of  tribal  reaction  to  the  account  balances. 
Once  the  attestations  are  submitted,  the  details  of  a  legislative  settlement  approach 
will  be  developed.  Departmental  consideration  of  various  legislative  settlement  op- 
tions is  ongoing. 

Question  3:  Some  tribal  representatives  have  informed  the  Committee  they  be- 
lieve the  Interior  Department  and  the  Department  of  the  Treasury  have  destroyed 
records  relating  to  the  Individual  Indian  Money  [lEM]  accounts.  Please  respond  to 
this  allegation,  and  what  assurances  can  you  give  the  Committee  that  all  existing 
Interior  and  Treasury  records  relating  to  the  IIM  accounts  are  being  preserved? 

Answer:  It  is  our  understanding  that  some  records  relating  to  trust  fund  accounts 
have  been  destroyed  in  two  circumstances  of  which  we  are  aware.  Documents  sent 
to  Federal  record  centers  were  destroyed  pursuant  to  the  document  retention  poli- 
cies followed  by  the  Federal  record  centers.  In  other  cases,  documents  were  de- 
stroyed or  rendered  unusable  as  the  result  of  storage  in  BIA  warehouses  for  which 
there  was  insufficient  funding  to  maintain  adec[uate  storage  conditions.  In  addition, 
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we  recently  were  informed  that  documents  may  have  been  destroyed  in  one  of  the 
BIA  Area  Offices.  The  allegation  has  been  referred  to  the  Department's  Inspector 
General  for  investigation.  As  there  is  currently  litigation  pendmg  pertaining  to  the 
IIM  accounts,  all  relevant  Departmental  personnel  are  being  instructed  to  preserve 
all  documents  relating  to  the  IIM  accounts. 

Although  we  have  oeen  unable  to  ascertain  precisely  what  Treasury's  document 
retention  policies  are  with  respect  to  trust  fund  documents,  it  appears  from  our  re- 
cent worit  on  the  tribal  trust  fund  reconciliation  project  that  some  Treasury  records 
dated  prior  to  1989  were  destroyed  pursuant  to  such  policies. 
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United  States  Senate 

Committee  on  Indian  Affairs 

Oversight  Bearings  on  Indian  Trust  Funds  Management 

by  the  Department  of  the  Interior 

Testimony  of  Paul  H.  Homan 

Special  Trustee  for  American  Indians 

June  11,  1996 

Thank  you  for  the  opportunity  to  present  testimony  on  Indian  Trust  Funds 
Management.   The  hearings  are  focusing  on  the  reconciliation  report  of  the 
Secretary  of  the  Interior,  what  it  may  take  to  resolve  claims  arising  from  past 
trust  management  practices,  an  interim  report  by  the  Special  Trustee  and  what 
it  may  take  to  ensure  sound  trust  management  in  the  future.   Each  of  these 
focal  points  is  discussed  in  turn. 

The  Reconciliation  Project 

Let  me  begin  by  explaining  how  the  reconciliation  project  came  about. 
Although  I  was  not  present  when  the  effort  began,  it  is  instructive  to 
understand  what  brought  us  to  the  point  where  we  are  at  today. 

Beginning  in  1987,  the  Congress  began  directing  the  Bureau  of  Indian 
Affairs  to  audit  and  reconcile  Indian  individual  and  tribal  accounts.   Language 
included  in  a  FY  1987  Supplemental  Appropriations  Act  prevented  the  outsourcing 
of  trust  fund  services  to  a  commercial  bank  (which  was  BIA'  s  management 
initiative  at  that  time)  until  the  funds  had  been  audited  and  reconciled  and 
the  tribes  or  individuals  had  been  provided  with  an  accounting  of  such  funds. 
The  Bureau  of  Indian  Affairs  previously  had  made  two  unsuccessful  attempts  to 
transfer  portions  of  the  trust  fund  operation  to  major  private  financial 
institutions. 

Pursuant  to  these  directives,  BIA  commenced  its  reconciliation  project  in 
1990.   In  the  fall  of  1990,  an  ad  hoc  Tribal  advisory  group  worked  in 
conjunction  with  the  General  Accounting  Office  (GAO)  and  the  Depeurtment'  s 
Inspector  General  to  develop  a  request  for  proposal  for  the  reconciliation 
contract.   In  May  1991,  the  contract  was  awarded  to  a  national  accounting  firm, 
Arthur  Andersen,  L.L.P.   The  ad  hoc  group  constituted  itself  as  the  Intertribal 
Monitoring  Association  (ITMA). 

The  results  of  Phase  I  of  the  contract  disclosed  that  all  supporting 
documents  could  not  be  located,  but  to  the  extent  they  could  be  located,  they 
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could  be  examined.   Because  eome  records  could  not  be  located,  it  was  resolved 
that  an  audit  would  not  produce  meaningful  results. 

In  view  of  this,  the  Department  of  the  Interior,  in  consultation  with  the 
Office  of  Management  and  Budget  (OMB)  and  ITMA,  considered  alternative 
methodologies  and  approaches  with  the  goal  of  producing  as  accurate  an 
accounting  as  practicable.   As  a  result,  the  BIA  modified  the  Arthur  Andersen 
contract  to  incorporate  the  agreed-upon  procedures  methodology,  which  does  not 
constitute  an  audit  in  accordance  with  generally  accepted  auditing  standards, 
but  was  used  to  reconcile  the  Tribal  trust  fund  accounts  back  to  1973.   The 
reconciliation  did  not  address  IIM  accounts  because  it  was  determined  that  a 
similar  reconciliation  effort  for  IIM  accounts  would  cost  somewhere  in  the 
range  of  $108  to  $281  million. 

While  the  BIA  reconciliation  efforts  were  ongoing,  in  1994,  Congress 
passed  the  American  Indian   Trust  Fund  Management  Reform  Act,    25  U.S.C.  4001- 
4061,  which  established  the  Office  of  Special  Trustee.   The  statute  also 
requires  that  the  Secretary  transmit  to  Congress  by  May  31,  1996,  a  report  that 
describes  the  methodology  and  results  of  the  trust  fund  reconciliation  process, 
includes  Tribal  attestations  as  to  disputed  account  balances,  and  outlines 
efforts  the  Secretary  will  undertake  to  resolve  such  disputes. 

Because  of  the  due  dates  established  in  the  Reform  Act  and  because  of 
funding  reductions,  the  Bureau  ended  reconciliation  efforts  in  December,  1995. 
As  a  result,  several  planned  procedures  were  not  completed  or  not  commenced. 

Sunaarv  of  Findings 

BIA  examined  $17.7  billion  of  tribal  trust  fund  non-investment 
transactions  for  the  twenty-year  period  from  July  1972  through  September  1992. 
A  total  of  86  percent  or  $15.3  billion  of  those  transactions  were  reconciled. 
For  the  $15.3  billion  in  reconciled  transactions,  there  was  an  error  rate  of 
.03%.   In  most  cases,  the  errors  consisted  of  mispoatings  within  the  accounts 
held  by  a  particular  Tribe.   That  is,  either  the  wrong  amount  was  posted  to  a 
particular  account,   an  amount  was  posted  to  the  wrong  account  of  a  particular 
Tribe,  or  was  posted  to  the  wrong  Tribe. 

The  press  has  reported  that  the  reconciliation  found  that  $2.4  billion  of 
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Indian  trust  funds  cannot  be  accounted  for  by  the  Bureau  of  Indian  Affairs. 
These  conclusions  are  misleading. 

The  $2.4  billion  figure  represents  the  dollar  value  of  the  14  percent  of 
transactions  examined  for  which  BIA  could  not  locate  the  supporting  financial 
source  documents.   In  other  words,  there  are  $2.4  billion  of  "unreconciled" 
transactions:  transactions  that  are  recorded  in  the  general  ledger  and  posted 
to  tribal  accounts  but  for  which  back-up  documentation  to  support  the  general 
ledger  entries  is  lacking.   It  may  be  that  additional  documents  could  be  found 
to  support  the  general  ledger  entries.  However,  additional  searching  was 
precluded  by  the  time  and  funding  constraints  imposed  on  the  reconciliation. 
In  many  cases  documents  were  unavailable  because  they  were  destroyed  pursuant 
to  the  document  retention  policies  followed  by  the  Federal  Records  Centers 
where  the  documents  were  stored,  or  were  in  unusable  condition  as  the  result  of 
storage  in  BIA  warehouses  for  which  there  was  insufficient  funding  to  maintain 
adequate  storage  conditions. 

The  $2.4  billion  represents  13  percent  or  32,901  of  the  total 
transactions  examined  in  the  reconciliation.   Each  transaction  was  recorded  in 
a  specific  tribal  account.   The  transactions  can  be  better  understood  by 
breaking  them  down  into  receipts,  disbursements,  or  internal  transfers.   A 
receipt  is  a  transaction  where  funds  are  received  and  credited  (posted)  to  an 
account.   A  transfer  is  a  transaction  where  funds  are  transferred  from  one 
account  to  another  account  of  a  particular  Tribe.   A  disbursement  is  a 
transaction  where  funds  are  paid  out  from  an  account. 

The  receipts,  which  total  $1,123,315,969,  are  funds  that  were  posted  to 
tribal  accounts,  and  were  available  to  the  owner  of  the  account  for  use  and 
were  earning  interest.   Because  the  supporting  financial  documents  (e.g., 
collection  vouchers  from  grazing  leases,  deposit  tickets  from  BIA  Area  and 
Agency  offices,  etc.)  are  incomplete  or  unavailable,  we  cannot  verify  that  the 
$1.1  billion  in  receipts  was  accurately  credited  to  the  proper  tribal  account 
or  to  the  correct  Tribe.   The  transfers,  which  total  $479,621,822,  are 
transfers  between  a  single  Tribe's  accounts.   These  funds  are  found  in  tribal 
accounts.   However,  we  cannot  produce  all  the  documentation  necessary  to  state 
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that  the  funds  were  transferred  to  the  proper  accounts  of  a  single  Tribe. 

The  disbursements,  which  have  a  gross  value  of  $808,636,374  are  better 
understood  if  they  are  divided  into  categories.   For  example,  the  total  value 
of  the  disbursements  includes  so-called  "positive  disbursements"  of  $73.6 
million.   Positive  disbursements  are  funds  that  were  recredited  to  a  Tribe's 
account,  for  example,  in  cases  where  the  check  was  not  cashed  for  some  reason. 
In  addition,  the  disbursements  include  some  $39.0  million  in  attorneys  fees 
from  award  settlements  and  $1.5  million  in  payments  of  expert  witnesses  related 
to  award  settlements.   No  attorneys  or  expert  witnesses  to  date  have  said  that 
they  did  not  receive  their  fees.   So,  although  the  lack  of  supporting  documents 
makes  it  impossible  to  verify  to  whom  the  payment  was  made  and  for  what 
purpose,  if  one  excludes  the  attorney  and  expert  witness  fees  as  the  positive 
disbursements,  the  actual  value  of  the  disbursements  is  probably  more 
accurately  estimated  to  be  $695  million. 

Section  304  Report 

Section  304  of  the  American  Indian  Trust  Fund  Management  Reform  Act  of 
1994,    P.L.  103-412  (25  U.S.C.  §4001,  et  seg. )  (Reform  Act  of  1994)  provides  for 
the  submittal  of  a  report  by  the  Secretary  of  the  Interior  (Secretary)  to  the 
Committee  on  Natural  Resources  of  the  House  of  Representatives  and  the 
Committee  on  Indian  Affairs  of  the  Senate  by  May  31,  1996,  regarding  the 
reconciliation  of  Tribal  trust  fund  accounts.   The  Secretary  submitted  the 
required  report  to  the  Congress  on  May  31,  1996  (Secretary's  Report).   Section 
304  of  the  Reform  Act  of  1994  provides  that  the  Secretary'  s  report  shall 
contain  the  following: 

(1)  A  description  of  the  methodology  in  reconciling  trust  fund  accounts; 

(2)  Information  on  attestations  by  each  account  holder  that  they  accept 
the  balances  in  the  account  statements  or  that  they  dispute  the  balances 
along  with  the  reasons  for  their  dispute;  and, 

(3)  The  efforts  the  Secretary  will  undertake  to  resolve  the  disputes. 

As  the  Secretary'  s  Report  indicates,  tribal  trust  fund  accounts  were 
reconciled  for  the  period  of  July  1,  1972  through  September  30,  1992,  by  Arthur 
Andersen  LLP  using  procedures  in  a  contract  with  the  Bureau  of  Indian  Affairs. 
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The  agreed-upon  procedures  methodology  was  followed  after  alternative 
methodologies  and  approaches  were  considered  by  the  Department  of  the  Interior 
in  consultation  with  the  Office  of  Management  and  Budget  and  the  Intertribal 
Monitoring  Association.   Commencing  in  January  1996,  each  account  holder  was 
provided  a  report  on  the  reconciliation  of  its  accounts  along  with  account 
statements  that  show  account  balances,   reconciled  transactions,  and  proposed 
adjustments.   Each  account  holder  was  also  provided  account  statements  for  the 
period  of  October  1,  1992  through  September  30,  1995,  which  were  reconciled 
internally  by  the  Office  of  Trust  Funds  Management.   In  addition,  each  account 
holder  was  provided  images  on  CD  ROM  of  the  financial  documents  reconciled  by 
Arthur  Andersen  LLP.   The  imaged  documents  are  Arthur  Andersen  LLP'  s   actual 
working  papers. 

Subsecpjent  to  the  distribution  of  the  reconciliation  report  and  account 
statements,  a  national  meeting,  to  which  all  account  holders  were  invited,  was 
held  in  Albuquerque,  New  Mexico,  to  explain  the  reconciliation  methodology  and 
the  report  and  account  statement  format,  content  and  terminology.   A  series  of 
five  (5)  regional  meetings,  of  which  three  have  been  held,  were  also  scheduled 
to  work  directly  with  each  account  holder  to  address  questions  and  issues  on 
its  specific  report  and  account  statements.   At  the  national  and  three  regional 
meetings,  account  holders  stated  that  they  want  their  comments  to  be  included 
in  any  report  to  the  Congress. 

Through  April  30,  1996,  77  account  holders  have  responded.   Specifically, 
two  account  holders  have  accepted  and  three  account  holders  have  disputed  their 
account  balances.   The  remaining  respondents  have  requested  additional  time 
and/or  a  meeting.   Because  all  of  the  scheduled  meetings  have  not  been  held  to 
receive  and  discuss  account  holder  issues  and  comments  and  since  many  account 
holders  have  not  communicated  their  acceptance  or  dispute  of  their  account 
balances,  only  an  interim  report  on  the  account  holder'  s  attestation  was 
provided  in  the  Secretary'  s  report. 

Once  the  remaining  scheduled  meetings  have  been  held  and  account  holders 
have  had  an  opportunity  to  communicate  their  reaction  to  the  balances,  a  final 
report  on  account  holder  attestations  will  be  submitted  to  the  Congress.   The 
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final  report  will  be  aeiit  by  November  15,  1996. 

Methodologr 

The  methodology  used  to  reconcile  the  Tribal  trust  fund  accounts 
consisted  of  agreed-upon  procedures  applied  to  specific  elements,  accounts  or 
items  of  a  financial  statement.   The  agreed-upon  procedures  methodology  was 
followed  after  alternative  methodologies  and  approaches  were  considered  by  the 
Department  of  the  Interior,  the  Office  of  Management  and  Budget,  the  General 
Accounting  Office  and  the  Intertribal  Monitoring  Association.   The  £>erformance 
of  the  work  and  the  reporting  of  the  findings  were  governed  by  the  Statement  on 
Auditing  Standards  35  issued  by  the  Auditing  Standards  Board,  American 
Institute  of  Certified  Public  Accountants.   The  work  performed,  however,  is 
not  an  audit  as  defined  by  the  American  Institute  of  Certified  Public 
Accountants  because  all  the  necessary  financial  records  required  to  perform  an 
audit  could  not  be  located.   Consequently,  the  conclusions  that  can  be  drawn 
from  the  results  can  only  be  related  to  the  records  reviewed  and  cannot  be 
applied  to  any  unreconciled  transaction.   The  specific  procedures  applied  by 
Arthur  Andersen  LLP  are  described  in  its  "Agreed-Upon  Procedures  and  Findings 
Report  of  Independent  Public  Accountants"  dated  December  31,  1995.   That  report 
and  a  copy  of  a  "  Sample*  report  submitted  to  each  account  holder  which 
demonstrates  the  report  format,  detailed  description  of  the  reconciliation 
methodology  and  the  terminology  used  were  attachments  to  the  Secretary'  s 
Report . 

Attestation 

Distribution  of  the  agreed-upon  procedures  report  and  account  statements 
to  account  holders  commenced  in  January  1996.   The  report  and  account 
statements  were  sent  to  280  account  holders.   The  whereiibouts  of  nine  account 
holders  were  unknown  and  distribution  could  not  be  made.   Also,  account 
statements  were  not  sent  to  individual  Indians  that  received  a  per  capita 
distribution  of  Tribal  trust  funds. 

To  assist  account  holders  in  making  an  informed  decision  on  the  Agreed 
Upon  Procedures  and  Findings  Report  and  account  statements,  all  account  holders 
were  invited  to  send  representatives  to  a  national  meeting  held  February  14  and 
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15,  1996,  in  Albuquerque,  New  Mexico.   At  this  meeting,  the  Office  of  the 
Special  Trustee  for  American  Indians  and  Arthur  Andersen  LLP  discussed  the 
methodology  and  findings  resulting  from  applying  the  agreed-upon  procedures  and 
described  in  detail  the  format,  content  and  terminology  of  the  report  and 
account  statements.   A  demonstration  on  the  use  and  content  of  the  CD  ROM  was 
also  provided. 

In  addition  to  the  national  meeting,  a  series  of  five  regional  meetings 
were  scheduled  throughout  the  country  to  provide  account  holders  with 
individual  consultation  on  their  report  and  account  statements.   The  first 
three  regional  meetings  have  been  completed.   None  of  the  account  holders 
attending  these  meetings  accepted  or  disputed  their  account  balances.   The 
regional  meetings  schedule  is  as  follows: 

March  19-22,  1996       Sacramento,  California 

April  9-12,  1996        Portland,  Oregon 

June  3-7,  1996  Tulsa,  Oklahoma 

June  18-21,  1996        Billings,  Montana 

July  16-19,  1996        Albuquerque,  New  Mexico 

In  addition  to  the  regional  meetings,  final  exit  conferences  were  held 
with  four  of  the  five  Tribes  that  participated  in  the  Five  Tribes  Pilot  to 
discuss  their  individual  report  findings  and  account  statements.   The  Five 
Tribes  Pilot  project  involved  the  Hopi,  Yakama,  Flathead,  Fort  Berthold  and 
Fort  Peck  Tribes  and  had  two  components.   First,  it  used  available  records  to 
reconcile  the  accounts  of  those  Tribes  on  an  expedited  basis.   Second,  staff 
worked  on  site  to  compare  the  terms  of  the  leases  with  the  actual  amount  of 
cash  collected.   The  Hopi  representative  only  sought  clarification  of  the 
Tribe' s  report,  statements  and  the  settlement  process.   The  Tribe  has  not 
communicated  a  decision  as  to  acceptance  or  dispute  of  their  account  balances. 
At  the  meeting  with  the  Yakama  Tribal  representatives,  we  received  a  resolution 
from  the  Yakama  Tribal  Council  that  set  forth  measures  to  meet  the  local  needs 
and  priorities  of  the  Tribe  but  did  not  directly  address  the  account  balance 
Issue.   A  copy  of  the  resolution  was  attached  to  the  Secretary'  s  Report.   The 
Flathead  Tribe  advised  by  a  formal  statement  (also  attached  to  the  Secretary'  s 
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Report)  that  they  did  not  accept  the  account  balances  and  requested  meetings  to 
attempt  a  negotiated  settlement.   The  Fort  Peck  Tribe  maintained  their  position 
that  they  would  accept  only  a  full  accounting  of  their  trust  assets  and  that 
the  reconciliation  project  was  not  sufficient.   The  full  statement  of  the 
Assiniboine  and  Sioux  Tribes  of  the  Fort  Peck  Reservation  was  attached  to  the 
Secretary'  s  Report.   A  final  exit  conference  with  the  Fort  Berthold  Tribe  is 
still  pending. 

Through  April  30,  1996,  28  percent  of  the  account  holders  that  were 
provided  a  report  and  account  statements  have  communicated  with  us  concerning 
their  account  balances.   Included  with  each  account  holder'  s  individual  report 
and  account  statements  was  an  "Acknowledgment"  form   for  the  convenience  of  the 
account  holder  to  communicate  its  acceptance  or  dispute  of  its  account 
balances.   Seventy  seven  of  the  280  account  holders  that  were  sent  report  and 
account  statements  have  responded  by  use  of  the  acknowledgment  form  or  other 
formal  written  communication.   Specifically,  two  account  holders  have  accepted 
and  three  account  holders  have  disputed  their  account  balances.   Three  of  the 
77  account  holders  only  requested  a  meeting  to  discuss  their  specific  questions 
or  concerns  regarding  the  report  and  account  statements,  but  did  not  request 
additional  time.   Sixty-nine  responded  that  they  required  additional  time  to 
review  the  reports  and  made  no  response  as  to  acceptance  or  dispute  of  the 
account  balances.   Thirty  of  this  latter  category  also  requested  an  individual 
meeting  to  discuss  their  report  and  statements.   The  purpose  of  the  regional 
meetings  is  to  accommodate  the  account  holders  wishing  individual  meetings. 

Dispute  Resolution 

Subsection  3  of  Section  304  of  the  Act  requires  "a  statement  by  the 
Secretary  with  regard  to  each  account  balance  disputed  by  the  account  holder 
outlining  efforts  the  Secretary  will  undertake  to  resolve  the  dispute.*   As 
noted,  through  April  30,  1996,  three  account  holders  have  disputed  the  balance 
of  their  accounts.   Until  the  regional  meetings  are  completed  and  the  Tribes 
have  had  an  opportunity  to  analyze  the  reports  and  documentation  they  have  been 
provided,  the  Department  will  not  know  how  many  Tribes  will  dispute  the  balance 
of  their  accounts.   At  that  time,  the  Department  will  be  in  a  position  to 
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propose  a  mechanism  to  resolve  any  such  disputes. 

Special  Trustee'  s  Interin  Report  and  What  It  Hay  Take  to  Ensur"  ^"ypd  Truit 
Management  in  the  Future 

In  October  1995,  the  Office  of  the  Special  Trustee  for  American  Indians 
(OST)  commenced  an  assessment  of  the  U.  S.  Government's  trust  management 
policies,  procedures,  practices  and  systems  as  they  apply  to  individual 
American  Indian  and  American  Indian  tribal  accounts.   By  February  1996,  the  OST 
completed  the  preliminary  assessment  and  produced  a  conceptual  strategic  plan 
to  acquire  and  institutionalize  specified  systems.   Implementation  of  this  plan 
will  permit  and  ensure  that  the  U.  S.  Government  establishes  appropriate 
policies  and  procedures,  develops  necessary  systems  and  takes  the  affirmative 
actions  necessary  to  provide  an  accurate  and  timely  accounting  to  American 
Indian  trust  beneficiaries.   In  this  manner  the  proper  discharge  of  the 
Secretary'  s  trust  responsibilities  can  be  accomplished.   The  Assessment  and 
Phase  I  of  the  Strategic  Plan  are  included  in  a  document  entitled  "Special 
Trustee  for  American  Indians,  Assessment  and  Strategic  Plan  Principles,  Phase 
I,  February  1996"  which  is  attached  to  this  statement. 

The  principles  are  conceptual  in  nature.   The  Special  Trustee  will 
continue  to  receive  input  from  ITMA,  the  Advisory  Board,  affected  bureaus 
within  the  Department,  Departmental  staff  offices,  tribes  and  tribal  members, 
and  the  Office  of  Management  and  Budget  as  the  conceptual  plan  is  transformed 
into  a  detailed  strategic  plan  as  required  under  the  American  Indian  Trust  Fund 
Management  Reform  Act. 

As  noted,  in  December  1995,  the  U.  S.  Department  of  the  Interior's  Bureau 
of  Indian  Affairs  substantially  completed  a  multi-year  "Tribal  Trust  Funds 
Reconciliation  Project"  (Reconciliation  Project)  and  issued  an  "Agreed-Upon 
Procedures  and  Findings  Report"  for  the  period  July  1,  1972  through  September 
30,  1992.   Its  major  findings  are  substantially  incorporated  in  the  Special 
Trustee'  s  Assessment. 

In  August  1995,  the  U.  S.  Department  of  the  Interior  substantially 
completed  a  study  of  the  trust  management  systems  relating  to  Individual  Indian 
Monies  (IIM)  accounts  and  issued  a  report  entitled  "IIM  Related  Systems 
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Improvement  Project  Report."  The  findings  of  this  report  are  also 
substantially  incorporated  in  the  Special  Trustee's  Assessment. 

The  Special  Trustee's  Assessment,  the  Reconciliation  Project  reports,  the 
IIM  Related  System  Improvement  Project  Report  and  earlier  and  later  reports 
issued  by  the  General  Accounting  Office  all  confirm  that  the  U.  S.  Government's 
trust  management  systems,  policies,  procedures  and  practices  coupled  with  the 
condition  of  the  trust  records  and,  notetbly,  large  numbers  of  missing 
documents,  are  inadequate  to  allow  for; 

1.  a  proper,  accurate  and  timely  accounting  for  trust  account  balances, 
collections,  disbursements  and  investments  and  the  maximization  of  the 
return  on  investments. 

2.  the  preparation  of  accurate  and  timely  reports  to  trust  account 
holders  regarding  all  collections,  disbursements,  investments  and  return 
on  investments. 

3.  an  audit  under  generally  accepted  auditing  standards. 

4.  any  further  reconciliation  efforts,  since  the  costs  of  such  efforts 
would  likely   substantially  exceed  the  benefits  and  at  the  same  tine 
would  probably  yield  unsatisfactory  and  inconclusive  results. 

While  significant  improvements  have  been  made  over  the  last  several 

years,  the  inadequacies  of  the  trust  management  systems,  the  condition  of  the 

historical  records  and  the  U.  S.  Government's  inability  to  provide  an  accurate 

and  timely  accounting  cannot  be  remedied  without  the  major  reforms  required  by 

the  Reform  Act  of  1994.   To  address  these  issues,  the  Special  Trustee'  s 

strategic  plan  identified  nine  initiatives  or  principles  designed  to  rectify 

the  problems  and  bring  trust  accounting  and  management  systems  up  to  commercial 

standards  within  three  years.   This,  at  a  minimum,  will  involve  acquiring, 

automating,  updating,  integrating,  coordinating  and  consolidating  to  produce: 

1.  A  trust  resource/asset  management  delivery  system. 

This  will  involve  obtaining  a  new  trust  resource/asset  management  and 
delivery  system  for  asset  leasing,  contracting,  lending,  buying  and 
selling,  together  with  standardized  and/or  integrated  asset  management, 
credit  and  operating  policies,  procedures  and  practices.   The  system  must 
be  able  to  tie  to  and  track  from  land  and  ownership  records. 

2.  An  accounts  receivable  data  and  billing  system  that  uses 
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lease-contract  and  land  and  ownership  information. 
This  will  involve  obtaining  a  new  accounts  receivable,  billing  and 
collection  data  syBtem  that  uses  lease-contract  and  ownership  information 
for  trust  income  verification,  reconciliation,  billing,  payments, 
collection,  accounting,  disbursement,  audit,  asset  quality  review  and 
compliance  purposes. 

3.  A  trust,  depository,  payments  and  delivery  system  for  Individual 
Indian  Money  (IIM)  accounts. 

This  will  entail  purchasing  a  trust,  depository,  payments  and  other 
financial  services  accounting  and  statement  system  and  a  delivery  system 
to  more  efficiently  provide  current  financial  services  and  to  facilitate 
new  and  improved  financial  services  to  individual  Indians  and  Tribes. 

4.  A  land  records  and  title  recordation  and  certification  system. 

This  will  involve  acquiring  a  new  land  records  and  title  recordation  and 
certification  system,  capable  of  instantaneous  linkage  with  the  trust 
resource  asset  management,  accounts  receivable  and  trust  accounting 
systems . 

5.  A  general  ledger  and  general  accounting  system. 

This  will  involve  obtaining  or  modifying  a  general  ledger  and  general 
accounting  system  to  accommodate  all  present  and  planned  systems  and 

accounting  improvements. 

6.  A  technology  services  center  dedicated  to  trust  resource  and  funds 
management . 

This  will  involve  obtaining  a  centralized  technology  services  center 
dedicated  to  trust  resources,  trust  funds  and  land  ownership  and  records 
management  processes. 

7.  A  national  archives  and  records  center. 
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This  will  involve  obtaining  and  centralizing  a  modern  national  archives 
and  records  center  for  trust  resource,  asset  and  funds  record  storage  and 
retrieval. 

8.  A  risk  management  and  control  system. 

This  will  entail  obtaining  a  risk  management  and  control  system  that  will 
provide  for  adecpaate  operational  audits,  credit  and  asset  quality  audits, 
compliance  reviews,  independent  asset  appraisals  and  liaison  with 
outside,  independent  auditors. 

9.  An  independent  institutional  structure. 

This  will  involve  consolidating  trust  resource,  trust  funds  and  land 
ownership  and  records  management  processes  into  a  single,  independent 
institutional  unit  with  its  own  management  structure  to  accommodate  the 
restructuring  and  reorganization  contemplated  by  Phase  I  of  the  strategic 
plan.   The  unit  should  be  organized  by  function  and  dedicated  exclusively 
to  trust  management.   The  unit  should  have  agency  or  bureau  status  within 
the  Department  of  the  Interior  or  elsewhere. 

The  conceptual  work  on  the  strategic  plan  is  completed.   An  independent 
contractor  was  hired  for  the  purpose  of  determining  approximate  costs 
associated  with  the  development  of  the  comprehensive  systems  overhaul  just 
mentioned.   Out  of  an  abundance  of  caution,  however,  a  requirements  analysis, 
user  needs  survey  and  inventory  must  be  completed  before  cost  estimates  can  be 
completely  validated  and  the  comprehensive  strategic  plan  completed. 

The  next  step  is  therefore  a  requirements  analysis,  user  needs  assessment 
and  a  comprehensive  inventory  of  existing  skills,  hardware  and  software, 
related  network  support  and  facilities  requirements,  all  of  which  will  lead  to 
a  technical  requirements  report  for  RFP  purposes  and  confirm  or  revise  the  cost 
data  contained  in  the  conceptual  strategic  plan.   This  will  require  the  use  of 
an  outside  contractor.   The  1997  President'  s  budget  request  Includes  $1   million 
to  conduct  the  analyses. 

Once  the  analyses  are  completed  (expected  to  take  90  days  from  funding 
date)  and  once  the  staff  of  the  OST  is  hired,  the  remaining  elements  necessary 
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to  produce  the  comprehensive  strategic  plan  required  by  the  Reform  Act  of  1994 
can  be  completed  within  90  days  or  by  March  31,  1997,  if  the  President' e  budget 
request  for  FY  1997  is  approved. 

The  total  FY  1997  request  for  OST  is  $36.3  million,  a  $20  million 
increase  over  the  1996  conference  level  of  $16.3  million.  The  request  includes 
$13.6  million  to  begin  implementation  of  the  strategic  plan.   The  funds  will  be 
used  primarily  to  upgrade  and  establish  a  new  IIM  accounting  system,  which  is 
long  overdue.   The  1997  budget  requests  no-year  funding  to  allow  adjustments 
resulting  from  re-estimates  or  delays  in  plan  implementation.   However,  it 
should  be  noted  that  if  funding  for  the  strategic  plan  is  delayed,  the  reform 
effort  will  be  delayed. 

The  $20  million  requested  increase  in  OST'  s  budget  for  FY  1997  also 
reflects  the  high  priority  the  Administration  and  the  Secretary  place  on  Indian 
Trust  Asset  Reform  efforts.  Improvement  efforts  are  critically  needed  to  ensure 
the  Federal  Government  meets  its  fiduciary  obligations  to  Indian  Tribes  and 
individual  American  Indians.   While  the  Federal  Government'  s  trust 
responsibility  is  unique,  systems,  policies,  practices  and  procedures  of 
commercial  trust  operations  can  be  applied  to  ensure  that  the  Federal 
Government  better  fulfills  its  fiduciary  obligations.   Beginning  in  1997,  the 
evolution  of  trust  system  reforms  will  be  at  a  point  where  increased  resources 
can  be  prudently  expended. 

In  closing,  I  would  like  to  emphasize  that  "resolving  the  past'  presents 
a  difficult  challenge  to  the  Administration,  the  Congress,  and  individual 
Indians  and  tribes.   The  ending  of  the  tribal  reconciliation  process  represents 
only  the  beginning  of  an  effort  to  resolve  problems  with  the  U.S.  Government's 
past  trust  fund  management  practices.   The  problems  in  trust  fund  management 
have  long  been  recognized  by  GAO,  the  Department's  Inspector  General,  and 
others  in  Congress.   This  Administration  is  committed  to  solving  these 
longstanding  problems  and  has  made  significant  progress  in  strengthening  trust 
funds  operations,  in  conducting  the  massive  reconciliation  effort  we  are 
reporting  on  today,  and  in  talcing  the  steps  necessary  to  ensure  the  highest 
level  of  fiduciary  and  investment  standards  are  in  place  in  the  management  of 
these  funds.   Future  reforms  will  continue  in  earnest  under  the  comprehensive 
strategic  plan  required  by  the  American  Indian  Trust  Fund  Management  Reform 
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Act,  provided  that  adequate  resources  are  appropriated  by  Congress. 

Enactment  of  the  President'  s  1997  Budget  request  would  represent  a 
substantial  step  to  ensuring  that  Indian  trust  reform  efforts  are  Implemented 
In  a  manner  that  ensures  the  fiduciary  responsibilities  of  the  Federal 
government  are  met.   However,  as  you  may  be  aware,  the  House  Appropriations 
Subcommittee  on  Interior  and  Related  Agencies  made  Its  recommendations  on  the 
1997  request  of  the  Office  of  the  Special  Trustee  last  week.   The  Subcommlttea 
recommended  a  funding  level  of  $19.1  million  for  OST  for  1997.   This  Is  a 
reduction  from  the  comparable  1996  resource  level  of  $20.4  million  and  $19 
million  reduction  from  the  President's  Budget  request.   At  the  House  mark,  no 
funds  would  be  available  for  OST  to  progress  on  research  to  clear  past  problems 
or  Implement  improvement  Initiatives.   Particularly  problematic  would  be  the 
failure  to  implement  improved  systems  for  the  management  of  Individual  Indian 
Money  Accounts.   Each  day  this  system  remains  status  quo,  the  Federal 
government's  exposure  to  claims  of  mismanagement  continues. 

While  the  House  provided  funding  for  analyses  necessary  to  complete  the 
comprehensive  strategic  plan,  no  additional  resources  were  provided  for 
staffing  which  is  also  necessary  to  complete  the  strategic  plan.   At  the 
funding  level  provided  by  the  House,  the  strategic  plan  will  not  be  completed 
in  1997. 

This  concludes  my  statement.   I  will  be  happy  to  answer  any  questions  you 
may  have. 
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HATI-ir 


&  ASSOCIATES  vwy/^^ 


December?,  1995 


Mr.  Paul  Homan 

Special  Trustee 

Office  of  Trust  Fund  Management 

Department  of  Interior 

Washington,  D.  C. 

Dear  Mr.  Homan: 

Your  ofTrce  recently  engaged  our  organization  for  ttie  purpose  of  determining 
approximate  costs  associated  witti  the  development  of  a  comprehensive  automated 
records  system  to  support  the  information  needs  of  the  Office  of  Trust  Fund 
Management 

Based  on  our  review  of  documents  and  preliminary  discussions  with  the  OTFM 
staff,  we  understand  that  your  basic  needs  indude  a  comprehensive  master  trust 
beneficiary  accounting  system  with  master  trust  and  custody  functionality  and  should 
also  indude  all  the  functions  related  to  handling  finandal  assets.  We  further 
understand  that  supplementary  systems  are  necessary  to  handle  real  assets  such  as 
real  estate,  oil  and  gas  rights,  timber  rights,  fishing  rights,  etc. 

In  order  to  execute  the  various  analyses  required  by  the  task,  our  own  core 
research  and  consulting  units  here  at  Mathis  &  Assodates  have  worlced  intensely  over 
the  past  month  to  review  information  supplied  by  the  OTFM  staff  and  we  have  t>een 
supported  in  our  efforts  by  a  number  of  exterruil  private  sector  experts.  We  have 
explored  insights  with  informed  commentators  (such  as  the  GAO  team  that  examined 
and  commented  on  some  of  the  issues  raised  in  their  report  over  a  year  ago)  and  we 
conducted  a  number  of  interviews  with  private  sector  vendors  with  spedalized 
products  that  might  be  appropriate  in  the  new  environment  you  envision. 

In  the  course  of  exploring  your  primary  objectives.  It  has  become  dear  to  us 
that  a  whole  new  'information  infrastructure*  is  needed  throughout  BIA  in  order  to 
support  the  services  you  envision,  specifically  a  'distributed,  dient-server' 
environment  This  means  that  every  member  of  OTFM  and  OTR  who  handles 
information  -  nearly  the  entire  staff  -  will  need  an  up-to-date  PC  on  his/her  desktop  (a 
'dient*  wori(Station),  and  that  PC  should  be  able  to  access  any  database  via  the  wide 
area  networi<  (WAN)  and  a  'server*  (a  mini-computer  ttiat  mediates  data  between  the 
central  source  and  the  local  work  group). 
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The  current  major  systems  that  impact  your  area  of  responsibility  -  LRIS, 
IRMS/IIM,  and  OmnfTrust  -  have  been  aptiy  described  by  those  intimately  familiar 
with  their  limitations  as  'islands  of  automation  with  no  ferry  service  in  between.'  A 
major  t}enefit  of  the  future  system  wilt  be  to  provide  the  necessary  ferry  service* 
(integration)  between  the  successor  sut>-systems,  so  that  an  entry  in  one  sub-system 
will  result  in  automatic  and  consistent  update  of  all  related  sub-systems,  and  'next 
steps'  will  be  taken  insofar  as  possible  without  human  intervention. 

But  the  'dient-server*  environment  you  envision  will  also  provide  ferry  service 
(connectivity)  to  and  from  virtually  every  deslctop  at  OTFM.     In  this  way,  data  and 
functionality  are  passed  to  the  lowest  possit>le  level,  so  that  end  users  and  clients  can 
selectively  access  and  update  the  data  they  need  on  a  daily  basis.  Thus,  a 
secondary  benefit  of  the  immediate  project  will  be  to  provide  the  long-delayed 
modernization  necessary  to  attain  true  'office  automation.* 

We  cannot  emphasize  enough  that  this  shift  to  dienVserver  environment  will  be 
costly  in  itself;  A  will  change  the  way  work  can  and  should  be  done  in  this  new 
environment;  and  it  will  challenge  individuals'  and  organizations'  ability  to  adapt 
Nevertheless  -  with  appropriate  management  skill  and  sensitivity  to  end-user  needs 
(both  'internal'  bureau  personnel  and  'extemaP  Indian  dients)  -  we  are  confident  that 
the  dient-server  environment  will  address  defidendes  of  the  current  system,  while 
making  possible  the  improved  services  and  capabilities  that  you  envision. 

We  have  also  identified  and  reviewed  industry-embraced  forecast  models  for  a 
dient-sever  environment  and  assodated  land  management  and  trust  systems  similar 
to  those  proposed.    In  creating  the  model  we  developed  for  your  purposes,  we  have 
relied  heavily  on  the  work  of  a  Stamford,  Connecticut-based  consulting  organization, 
The  Gartner  Group,  which  is  well-established  in  its  reputation  and  service  to  the 
electronic  industries.  Based  on  their  ongoing  research  and  the  cooperation  of  over 
three  dozen  major  American  corporations-Compaq  Computer,  IBM,  Hewlett-Packard 
and  Microsoft  among  them— their  research  assisted  us  greatly  in  creating  some  of  the 
assumptions  upon  which  our  cun^nt  model  has  been  developed. 

Because  of  the  complexity  and  uniqueness  of  some  aspects  of  your 
requirements-most  notably  the  data  conversion  and  systems  integration  issues-not  all 
private  sector  modeling  elements  were  appropriate.  We  have  also  relied  significantly 
on  information  provided  us  by  OTFM  in  instances  where  private  sector  norms  were  not 
appropriate.    And,  we  have  also  relied  on  our  own  experience  to  make  modifications 
wherever  we  believed  them  to  be  necessary. 
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In  creating  this  model,  we  were  necessarily  limited  by  ihe  amount  of  infomiation 
currentiy  available  to  us.   In  many  Instances,  the  data  in  hand  Is  far  from  complete 
and  we  were,  therefore,  left  to  our  own  devices  to  suggest  what  we  t)elieve  to  be 
reasonable  assumptions.  For  instance,  we  were  unable  to  get  an  exact  number  of 
external  users-either  individuals  or  tribes-who  would  require  access  to  the  system. 
We  have  assumed  your  policy  will  dictate  universal  access  for  approximately  300 
tribes  and  the  financial  impact  of  that  assumption  is  reflected  in  the  last  item  on  the 
spread  sheet 

In  the  weeks  ahead,  you  and  your  staff  will  want  to  thoughtfully  consider  some 
of  these  basic  assumptions-such  as  the  number  of  ultimate  end-users  who  will  access 
the  envisioned  system  and  the  number  of  existing  wori(  stations  that  can  be  modiTied 
to  meet  new  requirements— as  these  statistics  form  the  t>edrock  of  our  model.    This 
work  should  be  part  of  a  comprehensive  inventory  and  user  needs  and  requirements 
study. 

Most  trust  systems  generally  have  an  accounts  payable  and  receivable  system 
with  full  tax  accounting  at  the  state  and  federal  level.  Thus,  the  visionary  objectives  of 
the  Special  Trustee-as  we  understand  them-are  accommodated  today  in  most 
master  trust  systems.  For  the  sake  of  this  model,  we  have  estimated  that  a 
comprehensive  suite  of  systems  with  the  master  trust  and  global  custody  system  at  its 
core  will  cost  in  the  range  of  $5  million,  with  all  installation  and  systems  integration 
costs  incurred  as  additional  expenses.  (This  represents,  of  course,  only  a  small 
fraction  of  the  overall  cost) 

We  have  also  taken  note  of  the  fact  that  as  of  January  5,  1995,  37%  of  the  IIM 
accounts  had  a  balance  of  less  than  $1.00,  while  over  60%  of  the  accounts  had  less 
than  $10.  These  accounts  should  be  escheated  or  some  way  must  be  found  to  get 
them  outside  the  trust  account  processing  cyde.  A  trust  account  costs  between  $40 
and  $60  to  process  each  month-at  a  minimum-and  the  tow  balances  do  not  justify 
this.  This  is  also  true  of  the  over  60%  of  accounts  with  less  than  $10  in  balances. 
We  are  aware  that  some  trust  departments  within  banks  do  not  accept  balances  of 
less  than  $100,000.  An  option  may  be  to  move  them  to  a  standard  deposit  account 
(held  in  trust) 

We  also  note  that  35,000  accounts  had  no  activity  during  the  last  eighteen 
months  and  over  51,000  accounts  have  no  instnjctions  or  lack  a  valid  address.  This 
points  to  a  significant  file  maintenance  problem  and  the  data  needs  to  be  scrubbed 
before  conversation.  The  cost  of  doing  this  activity  is  substantial  and  should  not  be 
under  estimated.  Other  findings  point  to  a  file/data  integrity  problem  that  needs  to  be 
addressed  before  the  implementation  of  a  new  system. 
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We  understand  that  at  the  present  time,  there  are  over  377,000  accounts  in 
total  -  the  vast  majority  of  these  individual  Indian  accounts,  less  than  2,000  tribal 
accounts  -  with  more  than  $2.1  Billion  in  assets.  While  the  number  of  accounts  are 
high,  the  asset  size  is  low  (overall  and  per  account)  This  makes  it  important  to  dean 
up  the  operations,  processes  and  data.  TTie  cost  of  processing  trust  accounts  in  a 
service  bureau  may  be  preferable  after  the  dean-up  is  completed.    But  finding  such  a 
vendor  to  do  this  may  not  be  easy,  as  many  such  businesses  are  reludant  to  engage 
in  business  with  government  agendes  as  they  have  better  opportunities  in  the  private 
sector.  This  must  be  kept  in  mind  as  the  project  progresses. 

Creating  a  cost  model  for  LRIS-OTR's  land  records  and  ownership  system- 
has  been  a  particular  challenge,  given  the  limited  of  spedalized  vendors  who  build 
and  support  such  applications.  But  our  research  has  produced  enough  information 
for  us  to  offer  some  ballpari(  estimates  of  the  likely  costs  of  implementing  a  fully- 
integrated  successor  system-with  state-of-the-art  mapping  capability-that  can  be 
hooked  into  the  dient-server  environment  mentioned  previously  and  deployed  down  to 
the  agency  ofTice  level.  For  purposes  of  the  present  cost  estimation,  we  have 
assumed:  (1)  an  average  of  four  users  who  will  access  the  new  system  within  each  of 
the  87  agency  offices  or  348  users;  (2)  an  average  of  five  users  within  each  of  the  12 
area  offices  or  60  users;  (3)  and  an  additional  11  users  at  various  headquarters 
locations-for  a  total  of  419  users  nationwide. 

Our  estimates  for  all  costs  likely  to  be  incurred  during  both  3-year  and  5-year 
epochs  are  detailed  on  the  attached  spread  sheets.  Our  explanation  for  our 
calculations  are  reported  in  an  attachment  entitled  "Legend  for  Interpreting  Office  of 
Trust  Fund  Management  Spreadsheet  Detailing  Systems  Development/Operations 
Costs."  In  sum,  our  estimates  for  the  3-year  epoch  is  $73,777,292  and  our  estimate 
for  the  5-year  epoch  is  $108,447,853. 

Finally,  we  emphasize  that  these  estimates  do  not  take  into  account  the 
various  tasks  assodated  with  consolidation  of  all  the  records  currently  maintained  by 
the  area  offices,  the  agency  offices  and  the  federal  records  system.  The  Federal 
Records  Archives  maintain  18  sites  alone-which  are  different  from  the  BIA  locations. 
To  create  a  cost  model  for  the  physical  consolidation-as  well  as  the  electronic 
imaging  and  storage-wtiere  physical  consolidation  is  undoubtedly  the  antecedent 
wor1«-will  require  additional  investigation  and  probably  should  be  part  of  the  longer- 
term  strategic  planning  effort     This  project  should  be  tied  to  specific  strategies  and 
practices  assodated  with  overall  document  management-induding,  but  not  limited  to 
all  imaging  activities. 

We  appredate  the  opportunity  to  support  this  important  wor1<  of  the  Office  of 
Trust  Fund  Management  and  will  be  happy  to  meet  with  you  and  your  staff  to  review 
our  findings. 


Sincerely, 
Patrida  Mathis 
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LEGEND  FOR  INTERPRETING  OFFICE  OF  TRUST  FUND  MANAGEMENT 
SPREAD  SHEET  DETAILING  SYSTEMS  DEVELOPMENT/OPERATION  COSTS 

A.   Existing  PC  work  station  hardware:     In  order  to  provide  universal 
a(xess,  each  end-user  will  need  a  PC  or  individual  work  station  at  their  desk.  Absent 
a  recent  and  reliable  inventory  of  existing  hardware  that  is  suitable  for  this  automation 
project,  we  can  only  make  generalized  assumptions  about  the  quality  and  usefulness 
of  existing  equipment.    Our  model  presumes  that  approximately  40%  of  existing 
hardware  can  be  salvaged  or  upgraded  to  meet  modem  standards.  Therefore,  40%  of 
estimated  users  (2,060)  means  that  there  will  be  824  surviving  work  stations 

B.  Upgrade.  Because  of  the  aging  of  much  this  surviving  equipment, 
upgrades  will  be  necessary  to  provide  adequate  processing  power  to  support  modem 
applications.   Our  operative  assumption  is  that  approximately  $100  will  be  required 
each  year  for  each  work  station.   Minimum  upgrades  will  require  100  MHz  Pentium 
capability  to  support  the  emerging  environment   But  anticipated  upgrades  will 
routinely  involve  memory  and  DASD  and  may  also  require  network  interface  cards 
and,  in  some  instances,  processors.  Therefore,  the  cost  is  824  X  $100  =  $82,400. 

C.  Maintenance.  These  costs  are  presumed  to  be  6%  of  the  total  value 
cost  of  the  work  stations.   OTFM  staff  estimate  the  cost-per-work  station  to  be  $2,500 
-a  reasonable  prediction  based  on  current  marketplace  prices.   If  824  surviving  work 
stations  are  to  be  maintained,  then  their  total  value  is  estimated  to  be  $2,060,000. 
(824  work  stations  x  $2,500  each  =  $2,060,000).  Therefore.  6%  of  $2,060,000  is 
$123,600. 

D.  New  PC  work  station  hardware.    For  each  end-user  whose  current 
hardware  is  not  suitable,  new  desktop  hardware  must  be  acquired.    The  model 
presumes  that  approximately  60%  of  all  internal  end-users  will  require  new  work 
station  hardware-with  an  estimated  need  for  1 .236  new  stations. 

E.  New  PC  work  stations.  If  the  cost  of  each  new  work  station  is 
$2,500,  then  the  cost  for  a  total  of  1,236  acquisitions  will  be  $3,090,000  for  Year  1. 

F.  Upgrade.  See  "B"  above  for  explanation  of  $100  per  work  station. 
Upgrades  during  Year  1  are  routinely  offered  as  suites  or  wan^nties.  Upgrades  at 
$100  per  woric  station  will  be  required  in  ail  years  after  Year  1. 

6.  IMaintenance.  The  model  presumes  6%  of  the  original  purchase 
price  of  the  PC  wori(  station.  For  newly  purchased  machines,  maintenance  is  usually 
not  a  cost  factor  for  Year  1 ,  since  virtually  all  maintenance  is  included  as  wan-anty 
during  the  first  year.  (There  is  also  a  trend  among  some  manufacturers  to  move  to 
three-year  warranties,  but  this  cannot  be  taken  as  a  given.   In  any  case,  extended 
warranties  often  result  in  higher  front-end  cost.)  Therefore,  if  1,236  machines  require 
annual  maintenance  at  a  cost  of  6%  of  total  cost  then  annual  maintenance  wilt  be 
6%  of  3,090.000  or  $185,400. 
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H.  New  client  PC  software.    OTFM  staff  specified  Windows  for 
Workgroups  software  at  a  unit  cost  of  $35.   However,  we  concur  with  other  experts 
that  while  the  operating  system  software  is  included  in  the  original  purchase  pnce, 
new  releases  of  operating  software  are  common  and,  at  some  point,  incremental 
charges  will  be  involved.   We  believe  a  more  realistic  cost  estimate  should  include  a 
$150  upgrade  fee  by  Year  3.  Therefore,  the  cost  is  estimated  to  be  $43,260  in  Years 
1  and  2  (based  on  OTFM's  $35  assumption)  and  $185,400  in  Year  3  (based  on  our 
$150  upgrade  assumption). 

I.  Work  station  software  upgrade.  See  comments  under  "H"  above 
for  details  regarding  assumptions. 

J.  Office  Suite  software.  Suite  software  is  the  standard  set  of 
productivity  tools— such  as  word  processing,  spread  sheets  and  presentation  tools. 
Bundled  together,  they  provide  all  the  basic  administrative  tools  appropriate  for  most 
office  actions.   Sometimes  they  are  offered  as  part  of  the  hardware  acquisition 
(although  incorporated  into  the  purchase  price.)  Sometimes  these  "suites"  are 
purchased  as  a  combined  software  offering  and  must  be  loaded  Into  each  PC  on  an 
individual  basis.   Present  cost  for  these  tools  was  estimated  at  $300  per  PC  wori( 
station,  which  could  include  deep  volume  and  government  discounts.  The  1 ,236  new 
client  PCs  will  each  require  a  suite  at  $300  each;  therefore  1,236  x  $300  =  $370,800. 

K.  OfTlce  suite  software  maintenance  and  upgrades.  We  are 

assuming  an  upgrade  and  maintenance  cost  of  15%  of  the  total  cost  of  the  suite 
software  ($370,800).  This  is  equal  to  $55,620  for  each  out  year. 

L.  Documentation/Distribution.    Each  end  user  needs  access  to 
documentation  regarding  the  software  available  at  their  wotV.  station.   Given  the  size 
and  scope  of  this  network  environment,  we  believe  that  a  full  set  of  shrink-wrapped 
documentation  for  each  desktop  would  be  cost-prohibitive.    Therefore,  we  assume 
one  full  shrink-wrapped  set  of  documentation  per  site.  Costs  are  estimated  to  be  $300 
per  agency  office  site.  This  is  a  one-time  cost.  The  number  of  sites  is  estimated  to 
be  110.  Therefore,  1104  x  $300  =  $33,000. 

tA.  Host  access  software.     End-users  will  need  to  access  legacy 
systems  and  mainframe  platfonms-e.g.  LRIS  and  IRMS-during  the  transitional  years. 
Software  costs  required  to  emulate  mainframe  applications  on  PC  wori^  stations  are 
estimated  to  be  $100  per  wori<  station  per  year.   If  the  total  number  of  end-users  is 
2,060  at  $100  each,  then  the  cost  w\\\  be  $206,000. 
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N.      LAN  wiring.    Although  existing  LAN  configurations  currently 
support  existing  PCs,  it  is  reasonable  to  predict  that  any  new  system  will  require  a 
comprehensive  new  LAN  design.   Costs  for  implementing  this  design  are  estimated  to 
be  $250  for  each  work  station.   More  than  one  wire  is  usually  Installed  to  provide  both 
voice  and  data  transmission  to  the  desktop.  A  modest  installation  requiring  only  Level 
5  unshielded  twisted-pair  cable,  or  UTP  wire,  the  cost  of  the  wire,  wall  jack,  tenminator 
and  labor  can  range  from  $100  to  $150  per  station.  This  estimation  assumes  the 
installer  has  easy  access  to  all  office  and  cable  ducts.   Given  the  remote  distribution 
of  BIA  facilities  and  varying  age  of  office  facilities,  these  costs  are  predicted  to  more 
likely  range  between  $250-$300.    For  the  purpose  of  this  exerdse,  we  assumed  a 
cost  of  $250.   Therefore,  for  2,060  work  stations,  the  cost  is  estimated  to  be 
$515,000. 

O.  Hubs/routers.  Hubs  are  required  to  connect  the  work  station  to  the 
server.   Routers  interconnect  servers  at  the  local  work  group  level  (local  facility  or 
branch)  and  central  location  (headquarters).  Our  assumptions  here  are  based  on 
statistics  provided  by  OTFM:   $3,000  for  eacti  hub  and  $2,500  for  each  router  for  a 
total  cost  of  $5,500  for  each  agency  ofTice.   If  the  cost  per  agency  office  is  $5,500, 
then  the  cost  for  87  agency  offices  is  $478,500.   In  order  to  provide  global  Office  of 
Trust  Management  communication,  a  64-Jine  two-way  Chatterbox  (allowing  multiple 
conversations)  will  be  required  at  $31 ,000  per  unit;  and  two  Cisco  7000  Routers  for  a 
total  cost  of  $44,000  ($22,000  each).  Thus,  the  total  estimated  cost  for  this  element  is 
$478,500  +  $31 .000  +  $44,000=$553.500 

P.  Communications.  The  remote  server  locations  and  the  central 
sites  must  be  provided  telecommunications  links.  The  most  efficient  technology  is 
either  frame  relay  or  cell  relay-both  of  which  require  56-Kbit  transmission  service. 
The  cost  for  a  single  56-Kbit  line  is  currently  commercially  priced  at  different  levels  by 
major  carriers.   Our  model  presumes  $5,000  per  year.  (We  have  not  factored  into  this 
equation  whether  or  not  government  discounts-such  as  those  possible  under  post- 
FTS2000  awards-will  be  applicable  in  this  environment)  Therefore,  if  we  presume  99 
remote  sites  at  a  cost  of  $5,000  each  office,  the  annual  cost  will  be  $550,000. 

In  addition,  each  agency  office  will  require  two  voice  lines  (for  outside 
user  inquiries)  and  one  fax  line  at  an  estimated  cost  of  $1 .500  per  line  per  year. 
Thus,  three  telephone  lines  at  $1,500  is  $4,500  per  year  per  site.   For  87  sites,  the 
total  cost  of  telephone  lines  is  $391 ,500.  The  area,  regional  and  headquarters 
locations  are  assumed  to  be  equipped  with  adequate  voice  and  fax  capabilities. 
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The  telecommunications  traffic  at  the  primary  location  server  sites  is 
substantially  higher  because  these  central  locations  must  communicate  with  a  broader 
audience.   Therefore,  these  sites  require  a  larger  bandwidth  capacity  and  share  a 
larger  financial  burden  than  the  remote  sites.   Presuming  six  primary  location  servers 
at  a  cost  of  $47,000  per  year  per  server  for  two  1.5  Mbit  frame  relay  lines,  then 
6  X  $47,000  =  $282,000. 

The  combined  total  for  these  estimated  communications'  costs  is, 
therefore:   $550,000  +  $391,500  +  $282,000  =  $1,223,500  each  year. 

Q.  Laser  printers.  Although  often  overlooked  in  creating  budgets, 
experts  point  out  that  printer  costs  usually  represent  approximately  1  %  of  total  cost  of 
ownership  and  can,  in  fact,  exceed  the  costs  of  the  servers  to  which  they  are 
attached.  A  useful  model  presumes  that  an  average  of  one  8-pages-per-minute  laser 
printer  is  needed  for  every  eight  end-users.  Given  2,060  end-users,  there  will  be  a 
companion  need  for  a  minimum  of  258  laser  printers.  At  an  estimated  cost  of  $1 ,200 
for  a  medium  speed  printer,  258  printers  will  cost  $309,600. 

ft    Upgrade/replacement  It  is  important  to  remember  that  printers 
have  to  be  replaced  on  a  regular  basis.   If  the  total  cost  of  the  laser  printers  is 
$309,600  (see  reference  "O"  above),  and  the  estimated  annual  cost  to  upgrade  and 
replace  is  presumed  to  be  10%  of  the  total  original  purchase  price,  then  the  annual 
cost  beginning  in  Year  2  will  be  $30,960. 

S.    Maintenance.  Because  even  new  mechanical  devices  break  down 
and  are  subject  to  end-user  abuse,  printer  maintenance  is  known  to  be  relatively 
expensive  starting  in  Year  1  and  estimated  to  be  20%  of  the  original  purchase  price. 
Therefore,  if  the  total  purchase  price  is  $309,600  (see  item  Q  above),  then  the  annual 
cost  beginning  in  Year  1  is  $61,920. 

T.  Wori(  group  server  hardware.    We  anticipate  that  these  servers 
will  be  required  to  provide  local  data  and  resource  sharing  for  an  entire  agency  ofTice 
wori(  group.   In  addition  to  laser  printers,  resources  include  plotters,  DASD  (expanded 
hard-disk  storage  capacity),  and  back-up  hardware  and  software.     A  state-of-the-art 
local  wori(  group  server-induding  the  back-up  hardware  and  software-is  estimated  to 
cost  approximately  $5,500.   tf  each  agency  ofTice  were  to  receive  such  equipment, 
then  87  agency  offices  at  $5,500  each  would  result  in  a  cost  of  $478,500. 
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U.   Upgrade.    Servers  will  need  to  be  updated  over  time.  These 
upgrades  will  require  OASD  (hard  disk  capacity)  and  expanded  memory.   Our  model 
presumes  that  5%  of  the  original  purchase  price  will  be  required  for  upgrades  in  Years 
2  and  3.   tf  the  total  purchase  price  is  $478,500,  then  upgrades  will  cost  $23,925  in 
each  of  Years  2  and  3. 

V.  Maintenance.  Maintenance  on  servers  follows  the  same  paradigms 
as  those  assumed  for  typical  PC  maintenance-which  is  6%  for  all  years  beyond  Year 
1,  which  is  covered  under  warranty  provisions.  Therefore,  6%  of  $478,500  is  $28,710 
each  Years  2  and  3. 

W.  Wortc  group  server  software.    We  presume  the  operating  software 
will  be  either  Novell  or  Windows  NT,  given  the  fact  that  these  operating  systems  are 
now  the  common  standard.  Cun'ent  1995  costs  are  in  the  $600  per  server  range.  If 
we  presume  $1 ,000  per  server  and  87  agency  sites,  then  the  cost  will  be  $52,200. 

X.  Upgrade/maintenance.  Standard  presumptions  are  that  annual 
upgrade  and  maintenance  costs  related  to  the  work  group  server  software  will  be  15% 
of  the  original  purchase  price.  Therefore,  If  the  total  cost  is  $52,200,  then  15%  will 
result  in  an  annual  cost  of  $7,830. 

Y.  Primary  location  server  hardware.  Because  they  must  support  a 
larger  number  of  users  primary  servers  are  both  larger  and  more  expensive.     OTFM 
staff  estimate  eight  servers  at  a  cost  of  $49,000  each.  Therefore,  the  total  cost  if 
$392,000.    This  allows  for  some  back-up  controllers. 

Z.    Upgrades.    Our  model  presumes  a  cost  of  5%  per  year  for 
hardware  upgrades,  primarily  for  memory  and  DASD  to  account  for  the  growth  of  end- 
user  files  and  data.  Therefore,  if  the  acquisition  cost  is  $392,0000,  then  5%  is 
$19,600  each  year. 

AA.  IMaintenance.    Maintenance  costs  are  calculated  to  be 
approximately  6%  of  the  purchase  price  of  $392,000.  Therefore,  6%  of  the  purchase 
price  is  $23,  520. 
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BB.   Environmental  requirements.   In  order  to  maintain  vital 
environmental  control,  certain  adaptations  must  be  made  to  the  facility  to  sustain 
constant  dimate  conditions.  Additional  charges  are  associated  with  power,  chilled 
water  and  other  cooling  and  heating  elements.    While  we  cannot  know  exactly  what 
environmental  adaptations  will  be  necessary-and  conceivably  the  magnitude  could  be 
quite  small  if  existing  facilities  are  already  available  and  adequate.  We  have 
nonetheless  included  this  element  given  the  possibility  that  some  structural  changes 
may  be  necessary  to  support  either  new  configurations  or  parallel  operations  dunng 
the  transitional  phase.   Our  model  assumes  the  need  for  only  one  mainframe  at  a 
single  location.     Based  on  our  limited  information,  we  are  assuming  $15,000  per  year. 

CC.   Primary  server  software.   Estimates  are  for  fully  configured 
software,  not  only  base  operating  systems.  They  include  relational  database 
management  systems,  PC  interconnect  software,  monitors,  development  tools  and 
wide-area  networic  support.   We  assume  12%  of  total  hardware  costs  of  $392,000, 
which  is  $47,040  per  year. 

DO.   Upgrade.     As  with  all  software,  this  will  need  to  be  pehodically 
upgraded.  Our  estimated  costs  are  based  on  the  standard  assumption  of  5%  of 
purchase  price  for  Years  2  and  3.  Therefore,  5%  of  $47,040  is  $2,352. 

EE.  Maintenance.  Maintenance  consists  of  the  service  needed  to 
diagnose  and  fix  problems  with  the  primary  server  software.   This  can  range  from 
telephone  support  to  on-site  assistance.  This  is  estimated  to  be  17%  of  purchase 
price  ($47,040)  for  Years  1,  2  and  3.  Therefore,  the  cost  is  estimated  to  be  $7,997. 
each  year. 

FF.  Trust  Management/Individual  Account  System.  This  item 
encompasses  a  master  trust  and  beneficiary  accounting  system.  We  assume  that 
OTFM's  goal  is  to  realize  a  mutual  fund  type  of  system  that  minimizes  transactions 
and  disbursements,  so  that  individual  check  disbursements  would  occur  only  on 
demand,  rather  than  automatically.    Informed  banking  and  trust  management  experts 
tell  us  that  since  the  cost  of  cutting  a  check  mns  around  $1.50,  it  is  obviously 
impractical  to  disburse  checks  for  ten  cents.    Automatic  monthly  check  disbursement 
means  that  the  cost  of  each  account  runs  doser  to  $5  per  month,  as  opposed  to 
$2.00  in  a  transaction-to-demand  system.     For  the  purpose*  of  this  model,  we  assume 
200,000  individual  Indian  accounts  would  ultimately  survive  after  data  dean-up  at  a 
monthly  cost  of  $2.00  per  account.   Thus,  our  fomriula  was  derived  as:   200,000 
(accounts)  X  $2  per  month  per  account  for  a  total  of  $4.8  million  per  year. 
Customization  and  training  assodated  with  implementing  this  system  is  accounted  for 
in  line  item  EEE. 
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6G.  Lease  Management  System.  The  functionality  encompasses  in 
this  item  is  the  management  of  royalties  received  from  leases  on  Indian  lands.  The 
combination  of  systems  required  to  handle  this  task  would  address  surface  and 
subsurface  leases,  ownership  and  chain-of-ownership  needs.  The  costs  listed  here 
are  derived  from  conversations  with  several  pnvate  sector  vendors  who  specialize  in 
this  type  of  application. 

GG.1     Maintenance  and  Support  This  estimate  has  been  derived 
from  interviews  we  conducted  with  vendors  who  provide  this  service. 

HH.  Land  Management  System.     The  land  records  and  ownership 
data  processing  system  must  process  and  validate  ownership  and  encumbrance  data 
at  the  time  of  data  entry.  The  land  records  and  ownership  data  processing  system 
must  store  all  processed  data  as  part  of  the  database  for  direct,  on-line  access  by 
program  users,  clients  and  dient  data  systems.    As  well,  this  system  must  maintain 
data  and  data  accessibility  at  the  local  Land  titles  and  Records  OfTice  level.  This  data, 
likewise,  must  be  accessible  from  a  central  storage  facility  for  backup. 

To  the  greatest  degree  possible,  the  land  records  and  the  ownership 
data  processing  system  must  not  be  computer  hardware  or  operating  system 
dependent.  The  land  records  and  ownership  data  processing  system  must  also 
operate  in  more  than  one  data  processing  environment    Additionally,  the  system 
must  provide  a  standard  land  title  and  records  application  and  user  interface.  And 
finally,  the  land  records  and  ownership  data  processing  system  must  follow  all  federal 
open  systems  and  inter-operability  requirements. 

One  leading  vendor  we  interviewed  had  a  land  records  ownership  and 
mapping  software  system  which  would  appear  to  t>e  ideally  suited  to  ttiis  environment 
and,  for  that  reason,  we  were  inclined  to  accept  the  basic  cost  model  described  by 
that  company.     Assuming  A  dient  work  stations  at  each  of  87  agency  offices,  the 
project  will  require  software  for  348  work  stations  at  a  cost  of  $1,000-resulting  in  an 
annual  software  cost  of  $348,000.    We  then  assumed  5  dients  in  each  of  the  area 
offices  (12  X  5  =  $60,000)  and  one  dient  in  the  11  remaining  sites  (11  X$1,000)  to 
reach  a  total  cost  of  $419,000  for  dient-related  software.  The  software  at  the  server 
level  is  calculated  as  $10,500  per  server.  Assuming  8  primary  servers-each  loaded 
with  this  software-we  came  up  with  a  cost  of  $84,000  for  server-related  software. 
The  total  application  cost  is,  therefore,  $503,000  ($419,000  +  $84,000). 

HH.1   Maintenance  Support  and  Upgrade.  These  costs  were  dervied 
directiy  from  vendor  quotations. 
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II.  Primary  server  relational  databases.    Many  traditional  hardware 
providers  also  offer  associated  software  which  allows  users  to  link  certain  information 
to  other  data  in  such  a  way  as  to  observe  the  consequences  of  one  change  on  other 
possible  outcomes.   Most  likely,  it  will  be  necessary  to  buy  at  least  one  relational 
database  management  software  package  for  the  dient/server  environment.    Research 
indicates  the  vendor-derived  estimates  are  around  $85,000  for  Year  1  only. 

JJ.   Upgrade/Maintenance.  These  costs  are  estimated  to  be  20%  of 
the  total  primary  location  relational  database  cost  ($85,000).  Therefore,  20%  wilt 
result  in  a  cost  of  $17,000  beyond  Year  1.  . 

KK.  Systems  management  and  application  development  software. 

Although  many  vendors  provide  "suites"  of  systems  management  software,  no  single 
vendor  can  currently  offer  an  all-indusive  suite  of  products  to  address  every 
requirement  envisioned  by  the  OTFM.  This  means  that,  at  least  in  the  near  term, 
OTFM  will  need  to  deal  with  several  vendors  and  either  accept  the  role  of  systems 
integrator  or  outsource  this  function  entirety.   Informed  industry  commentators  point  to 
major  marketplace  shifts  underway  in  this  arena.  They  caution  that  cost  projections 
should  not  be  construed  as  an  implication  ttiat  the  technology  is  available  to  run  on 
specific  platforms,  or  that  it  is  available  to  support  all  key  downstream  platforms-such 
as  worlt-group  servers  and  dients.  In  any  case,  these  conditions  forecast  dependence 
on  multiple  vendors  unless  the  activity  is  outsourced. 

LL.  Upgrade/Maintenance.  Because  current  conditions  require 
dependence  on  multiple  vendors,  users  will  likely  be  forced  to  replace  software  as 
vendors  mature  and  the  mar1<et  becomes  redefined.  TTiis  will  likely  result  in  higher 
costs  for  software  maintenance  and  upgrades.  Thus,  we  have  presumed  a  25% 
inaease  for  maintenance  and  upgrades  of  systems  and  management  software,  rather 
than  the  standard  15%  due  to  the  likely  need  for  technology  replacement.   (The 
formula  is,  then:   25%  of  352,350  =  $88,088). 

MM.  End-user  support  labor.  These  costs  vary  widely  and  are  drfTicult 
to  predict,  espedalty  given  the  fact  that  no  comprehensive  study  of  end-user 
requirements,  skills  or  training  assessment  has  yet  been  made.      For  purposes  of  this 
model,  tabor  costs  indude  alt  those  individuals  throughout  the  organization  who  are 
required  to  support  the  end-users  as  they  both  adapt  to  the  new  technology  and 
employ  it  on  an  on-going  basis-induding  those  staff  necessary  to  provide  "Help  Desk" 
support,  emergency  maintenance,  etc.    We  have  applied  the  ratio  of  1  support  staff  to 
every  50  end-users— resulting  in  a  requirement  for  41  staff.  Thus,  if  the  total  number 
of  end-users  is  2,060,  and  the  cost  for  1  staff  year  is  $70,000  (burdened  tabor  rate), 
then  the  annual  cost  for  this  support  is  $2,870,000.  (Approximately  41  staff,  each  of 
whorn  will  cost  $70,000  each  year). 
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NN.  Application  development  labor.  This  cost  component 
encompasses  ttie  time  spent  by  dedicated  MIS  professionals  managing,  developing, 
maintaining  and  enhancing  client/server  applications  for  the  affected  operations. 
Although  programming  costs  are  installation-dependent  and  influenced  by  many 
factors,   various  rules-of-thumb  are  common-based  on  ratios  of  number  of  application 
developers  to  number  of  end  users.   In  private  sector  studies,  these  ratios  varied 
between  a  low  of  25-to-1  to  more  than  2,000-to-1 ,  depending  on  a  range  of  factors. 
Available  research  indicates  that  the  median  ratio  was  about  250-to-1 .   Because  of  the 
complex  nature  of  the  OTFM's  and  OTR's  requirements-especially  the  land-based 
aspect-we  have  used  a  200-to-1  ratio.  Thus,  if  2,060  end-users  is  the  assumption, 
then  2,060  -  200  =  10  dedicated  application  developers  will  be  needed.  Therefore.  10 
dedicated  application  developers  at  an  annual  cost  of  $90,000  each  (burdened  labor 
rate),  will  result  in  a  cost  of  $900,000. 

00.  Primary  server  sKe  operation  labor.  Operations  labor  is  the 
MIS  labor  necessary  to  operate  and  manage  these  primary  server(s).  Model  costs 
are  presumed  to  be  1/3  of  the  total  costs  of  hardware  and  software  associated  with 
the  primary  servers.  Therefore,  if  the  total  cost  of  the  primary  server  site  hardware 
and  software  is  $439,000,  then  1/3  of  this  is  $144,883. 

PP.  Workgroup  server  operation  labor.    These  costs  reflect  MIS  labor 
needed  to  support  the  wori<group  level  servers.  Using  the  same  formula.  If  the  total 
cost  for  the  workgroup  hardware  and  software  is  $530,700,  then  the  workgroup 
operation  labor  cost  is  calculated  to  be  $175,131. 

QQ.  Administrative  support  labor.  These  costs  are  activities  related 
to  acquiring  and  administering  the  dient/server  system.  These  are  the  real,  but 
hidden,  costs  of  acquisition  and  administration  associated  with  individuals  outside  the 
mainstream  MIS  organization.  These  include  costs  of  purchasing,  accounting  and  the 
IT  organization  itself.   It  also  includes  the  study  and  acquisition  of  the  hardware, 
software  and  external  services  for  the  dient/server  network.   It  must  also  indude  a 
component  for  legal  support,  either  as  an  internal  legal  department  or  outside  legal 
counsel  that  writes,  reviews  and  negotiates  contracts  for  hardware,  software  and 
related  services.  Budgets  must  also  recognize  costs  for  audits  and  for  evaluations  of 
customer  satisfaction.  We  have  assumed  at  least  one  audit  per  site  during  the  3-year 
period.  And  finally,  new  polides  and  practices  must  be  defined  and  management  and 
staff  time  are  necessary  to  create,  document  and  enforce  IS  polides  and  practices  for 
the  dient/server  system. 
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According  to  private  sector  surveys,  a  typical  annual  labor  cost 
component  is  about  $500  to  $700  per  work  station  per  year.  Thus,  if  we  assume 
2,060  work  stations  and  assume  a  mid-range  cost  of  $600  per  station,  then  the  total 
cost  will  be  $1,236,000  per  year. 

RR.   End-user  training.   In  our  experience,  this  important  factor  is  often 
minimized  or  ignored  altogether  with  devastating  effects  on  the  ultimate  success  of 
any  automation  program.    To  hope  that  any  automation  will  be  successful  is  to  plan 
carefully  for  a  comprehensive  education  and  training  program  so  that  everyone  who 
uses  this  technology  will  have  the  skills.  Knowledge  and  training  necessary  to  benefit 
completely  from  all  its  functionality.  Three  components  make  up  end-user  education: 
(1)  the  cost  per  student  day  of  educating  the  end  user  (2)  the  cost  per  student  day  of 
educating  the  dedicated,  professional  ,  end-user  support  staff;  and  (3)  the  cost  of 
educating  the  application  development  staff.      In  this  model,  we  are  assuming  that  the 
cost  per  student  day  for  the  end-user  is  $150.  Therefore,  the  cost  to  train  all  users  for 
one  days  is  309,000  and  the  cost  to  train  all  users  for  5  days  (the  minimum  level) 
equals  $1,545,000  for  Year  1. 

For  Year  2  and  all  subsequent  out  years,  we  are  presuming  a  need  for  at 
least  two  student  days  for  each  end-user.  Thus,  the  annual  cost  in  Years  2  and 
beyond  will  be  $618,000. 

SS.  End-user  support  training.     The  model  presumes  there  will  be 
41  staff  members  required  to  provide  support  training.  Each  memt)er  will  require 
specialized  training  both  in  Year  1  and  in  subsequent  years  in  order  to  deliver  support 
to  end-users.     Most  private  sector  models  assume  18  days  of  training  for  each 
member  at  a  rate  of  $365  per  day.  Thus,  if  41  staff  members  cost  $365  a  day,  then 
the  cost  for  all  members  per  day  is  $14,965.  For  18  days,  the  total  cost  is  $269,370. 

IT.  Application  development  support  training.  All  of  the 

professionals  who  develop  this  software  must  t>e  trained  and  re-trained  on  a  regular 
basis.  Our  model  assumes  10  application  developers  and  the  cost  to  train  each  of 
them  for  one  day  is  estimated  to  be  $320.  Thirty  (30)  days  of  training  must  be 
allocated  for  each  developer.    Therefore,  the  cost  to  train  10  developers  for  30  days 
is  $96,000. 
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UU.   External  professional  services.    External  professional  services 
from  industry  consulting  groups  will  be  required  to  provide  expertise  in  particular 
dient/server  areas.   OTFM  must  first  plan  for  expertise  to  support  necessary  business 
process  re-engineering  efforts,  so  that  the  critical  work  of  re-defining  how  business  will 
be  conducted  is  fully  integrated  into  the  planning  and  design  of  the  new  automated 
systems. 

Because  dient/server  environments  are  just  now  emerging,  many 
organizations  do  not  have  all  the  requisite  skills  to  implement  such  projeds  and 
professional  services  will  t>e  required  to  augment  in-house  skills,  espedally  in  the  eariy 
years.  The  amount  of  professional  services  required  can  vary  dramatically,  depending 
on  the  environment,  but  a  private  sedor  rule-of-thumb  assumes  costs  to  be  $1 ,000 
per  woric  station  or  $2,060,000  per  year  (2,060  users  x  $1,000).   Our  initial 
discussions  with  industry  experts  predid  that  Introdudory  training  costs  alone  in  this 
environment  could  be  enormous.  As  OTFM  moves  toward  greater  self-reliance,  this 
cost  can  be  expeded  to  be  reduced  in  the  out  years. 

It  is  also  important  to  note  that  no  comprehensive  review  of  end-user 
requirements  has  ever  been  conduded.   Before  system  needs  can  be  translated  into 
adual  requirements,  a  complete  review  of  the  needs  of  both  internal  and  external 
users  must  be  conduded.  This  will  require  site  visits  to  most  of  the  major  agency 
ofTices  and  a  substantial  sampling  of  external  users  to  ensure  that  the  feature 
fundionalrty  of  the  envisioned  systems  will  respond  to  the  business  needs  of  both  the 
internal  and  external  users.  Such  reviews  are  routinely  and  most  appropriately 
conduded  by  unbiased  third  parties  who  can  bring  a  fresh  look  to  the  situation  and 
who  have  no  particular  allegiance  to  any  one  solution  or  to  any  existing  organizatioru 
Such  an  engagement  usually  requires  the  services  of  a  team  of  highly-trained, 
professional  technology  analysts  working  intensely  for  a  period  of  nine-to-twelve 
months  and  costs  routinely  range  from  $1,000,000  to  $3,000,000  for  such  an 
engagement.   Despite  the  cost,  this  is  an  absolutely  essential  component,  for  without 
it,  the  projed  will  be  developed  without  having  really  understood  and  documented  the 
adual  needs  of  the  users.    For  this  model,  we  have  assumed  a  mid-range  cost  of 
$1,500,000  for  Yean. 

Thus,  for  Year  1  professional  costs  should  be  expeded  to  reach 
$3,560,000  ($1,500,000  +  $2,060,000)  for  Year  1  and  $2,060,000  each  year 
thereafter. 
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W.   End-user  supplies  and  facilities.    Other  expenses  must  t^e 
incurred  in  this  category.  They  include  such  items  as  paper  and  toner  for  printers, 
media,  diskettes,  special  equipment,  mousepads,  small  files  boxes  for  floppy  disks, 
special  furniture,  fixtures,  stands  for  paper,  heat,  light,  air  conditioning  and  power 
necessary  to  dhve  the  desktop.   Professional  surveys  indicate  that  the  amounts  spent 
for  facilities  average  $150  per  work  station  per  year.  Thus,  for  2,060  users,  the 
annual  cost  will  be  $309,000. 

WW.  Transportation.    Costs  must  be  incurred  to  ship  and  move  PCs 
and  related  equipment.  Although  the  initial  shipping  of  new  equipment  will  t>e 
considerable  during  Year  1 ,  equipment  will  need  to  be  replaced  and  related  supplies 
will  continue  to  t>e  transported  to  end-users  throughout  the  cyde  of  the  automation 
program.  Thus,  this  model  assumes  a  cost  of  $20  per  work  station  for  each  year,  or 
$41,200  each  year. 

XX.  Travel.    While  this  is  a  highly  variable  cost,  it  is  important  to  keep 
in  mind  that  OTFM  sites  are  highly  dispersed  and  the  unique  requirements  of  the 
external  user  community  will  almost  surely  require  substantial  travel  during  the  initial 
development  period,    if  each  were  visited  a  minimum  of  5  days  during  the  first  year, 
then  a  total  of  520  travel  days  would  be  required.  At  an  estimated  cost  of  $300  per 
travel  then,  then  the  annual  cost  would  be  $156,000.  (This  estimate  is  conservative 
and  presumes  that  both  originating  and  terminating  cities  for  travel  would  be  within  the 
same  geographical  region.   It  would  t>e  virtually  impossible,  for  instance,  to  make  a 
three-day  round-trip  from  Washington,  D.  C.  to  Billings,  Montana  for  $900!) 

DATA  CONVERSION  ACTIVmES: 

YY.  IIM  Data  conversion.  Although  OTFM  staff  estimate  this  first  year 
cost  to  be  $250,000,  based  on  their  formula  that  presumes  10  people  would  wori^  500 
hours  at  a  cost  of  $50  per  hour,  this  estimate  presumes  that  this  awesome  task  could 
be  completed  in  twelve  and  a  half  weeks-a  goal  we  believe  to  be  extraordinarily 
optimistic.   Private  sector  experts  always  warn  that  data  conversion  costs  are  routinely 
under-estimated  and  always  result  in  shocking  over-runs.  Given  the  well-known 
problems  with  the  current  data,  we  recommend  a  fomnula  that  assumes  the  task  will 
require  doser  to  1,000  hours  or  25  woric  weeks.  Thus,  we  estimate  this  cost  to  be 
$500,000  (10  X  $50  X  1,000  hours). 
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ZZ.   Lease-related  data  conversion.   Data  here  consists  primarily  of 
the  terms  of  a  lease,  the  land  involved  and  the  lessees.   It  can  also  include  appraisal 
information,  bond  and  compliance  data,  modification  data,  payment  information,  and 
remarks.   Land  descriptions  represent  the  land  being  leased  and  relate  directly  to  the 
ownership  file.   The  \\M  special  deposit  account  number,  into  which  collections  are 
made,  can  be  included  in  this  file.  The  payment  data  can  t>e  maintained  by  the  user, 
but  is  not  automatically  updated  by  the  billing  or  collection  processes.  These  accounts 
are  not  near  so  troublesome  as  the  \\M  files-with  problems  such  as  wrong  addresses, 
missing  data  elements,  etc. -therefore  we  believe  that  OTFM's  estimate  of  10  people 
for  500  hours  for  a  period  of  $50  per  hour  is  supportable.  Therefore,  the  cost  is 
estimated  to  be  $250,000. 

AAA.  Ownership  data  conversion.  These  data  contain  land 
descriptions  and  the  cun^nt  owners  of  the  land.   Ownership  is  represented  by 
fractional  interest  in  a  per  tract  basis.   The  owner  ID  number  in  this  file  does  not 
always  match  the  ID  numt>er  in  the  people  file,  or  the  account  numt}er  in  the  MM  file. 
OTFM  staff  estimate  that  the  task  of  reconciling  and  connecting  these  inconsistencies 
will  require  20  people  woricing  for  680  hours  at  a  cost  of  $50  per  hour.  Absent  no 
reason  to  doubt  this,  we  have  incorporated  this  assumption  into  the  model.  Thus,  20 
people  at  $50  per  hour  for  680  hours  is  $680,000. 

BBB.   People  data  conversion.     These  data  indude  information  about 
those  Indians  who  are  considered  to  be  part  of  the  official  enrollment  They  also 
indude  information  about  data  critical  in  determining  who  qualifies  for  judgement  and 
per  capita  payments,  such  as  enrollment  date,  birth  date,  and  blood  quantums.  Other 
data  indudes  alias  and  main  names  for  the  individuals.  OTFM  estimates  a  need  for 
10  people  woridng  for  680  hours  at  a  rate  of  $50  per  hour.  Thus,  the  conversion  costs 
are  estimated  to  be  10  x  680  x  $50  =  $340,000. 

CCC.  LRIS  data  conversion.    The  land  records  information  system 
(LRIS),  tracks  individual  Indian  land  ownership.  It  tracks  physical  ownership  rather 
than  monetary  ownership  and  is  the  equivalent  of  the  county  courthouse  in 
mainstream  America.     Currently,  there  are  no  automated  links  between  LRIS  and 
IRMS/IIM,  even  though  they  are  procedurally  interdependent.  Also.  OTFM  staff  have 
voiced  complaints  that  LRIS  is  often  not  available  for  trust  asset  management  due  to 
hardware  problems  or  communications  problems  or  back-logs  in  land  title  and 
benefidal  ownership  determinations. 
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These  estimates  have  been  among  the  most  difficult  to  make.  The  IT 
staff  at  BIA  report  that  last  year's  estimates  for  this  task  were  projected  to  range 
between  $1,500,000  and  $2,000,000.   OTFM's  current  projection   is  for  $1,000,00  for 
data  conversion  for  LRIS.      However,  rt  is  important  to  bear  in  mind  the  tremendous 
problems  inherent  in  this  conversion  process.   Cleaning  up  these  data  files  will  require 
data  entry  of  all  CUFF  records  (records  that  are  literally  still  paper-bound  in  staff  desk 
drawers  in  many  instances)  and  will  require  matching  existing  irtformation  in  the 
database  to  actual  title  records,  as  well  as  to  owner  information  contained  in  other 
data  bases.   For  these  reasons,  we  believe  a  much  larger  cost  will  be  incurred  and  we 
estimate  it  to  be  at  least  $1,500,000. 

DDD.  Imaging  data  conversion.  Costs  must  be  incurred  in  the 
process  of  imaging  title  and  ownership  documents.    These  tasks  will  necessarily  be 
performed  by  an  outside  contractor,  given  the  highly  specialized  requirements  of  the 
task.  This  will  involve  travelling  to  all  agency  and  area  locations  and  imaging 
appropriate  title  and  ownership  documents.      OTFM  estimated  the  cost  to  be 
$1,000,000.  Again,  we  believe  this  to  be  a  highly  conservative  estimate  given  the 
potential  problems  associated  with  addressing  the  fractionated  interest  problems  and 
the  fact  that  finding  a  suitable  vendor  may  not  be  easy.  We  therefore  believe  a  more 
realistic  projection  to  t>e  $2,000,000. 

EEE.  Systems  integration  and  implementation.     This  item  reflects 
costs  associated  with  integrating  OTFM  (BIA)  diverse  software  applications, 
customizing  vendor  software  to  meet  OTFM  unique  requirements,  and  training  end- 
users  on  specialized  software  systems-separate  and  apart  from  WAN-related 
products.       While  difficult  to  predict  in  abstract  terms-before  a  full  systems 
requirements  study  has  t>een  conduded-these  costs  should  not  t>e  under-estimated. 
Well-established  vendors  tell  us  that  the  costs  could  range  between  $3-$9  million, 
depending  on  many  factors.  For  the  purposes  of  this  model,  we  have  assumed  $6 
million-one  sixth  of  which  is  allocated  for  support  of  tribal  access.  $5  million  is 
reflected  in  this  category  and  the  remaining  $1  million  is  included  in  Item  FFF. 

FFF.  Access  by  individuals  and  tribes.     If  we  assume  universal 
access  by  all  tribes-approximately  300-to  OTFM's  trust  and  asset  management 
system,  this  would  constitute  a  roughly  15%  increase  in  the  total  number  of  end-users, 
assuming  that  each  tribe  has  only  one  client  wori<  station  accessing  OTFM's 
databases.   Using  this  percentage,  this  would  add  $5,854,440  over  the  first  3-year 
period. 
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Mr.  Chairman,  Mr.  Vice  Chairman,  and  Members  of  the  Committee: 

We  appreciate  the  opportunity  to  be  here  today  to  discuss  our 
work  on  the  Department  of  the  Interior's  management  of  the  Indian 
trust  funds.   My  statement 

summarizes  our  assessment  of  the  results  of  Interior's 
efforts  to  reconcile  Indian  trust  fund  accounts, 
discusses  the  usefulness  of  a  legislated  settlement  process 
for  resolving  disputes  of  account  balances,  and 
--  provides  information  on  the  status  of  Interior's  trust  fund 
management  improvement  initiatives  which  are  needed  to  ensure 
that  the  trust  fund  accounts  will  be  accurate  in  the  future. 

In  summary,  as  discussed  in  our  May  1996  report,^  while  Interior 
has  brought  its  reconciliation  project  to  a  close,  tribal 
accounts  were  not  fully  reconciled  due  to  missing  records  and  the 
lack  of  an  audit  trail  in  Interior's  automated  accounting 
systems.   In  addition,  the  January  1996  report  package  that 
Interior  provided  to  each  tribe  on  the  reconciliation  results  did 
not  explain  or  describe  the  numerous  changes  in  reconciliation 
scope  and  methodologies  or  the  procedures  that  had  been  planned 
but  were  not  performed.   Therefore,  the  limitations  of  the 
reconciliation  were  not  evident.   Also,  due  to  cost 
considerations  and  the  potential  for  missing  records,  individual 
Indian  trust  fund  accounts  were  not  included  in  the 
reconciliation  project. 

Tribes  have  expressed  concerns  about  the  scope  and  results  of  the 
reconciliation  process.   By  April  30,  1996,  only  2  tribes  had 
accepted  their  account  reconciliation  results,  3  tribes  had 
disputed  their  results,  and  the  remaining  275  tribes  had  not 
decided  whether  to  accept  or  dispute  their  account  balances.   If 
Interior  is  unable  to  resolve  tribes'  concerns,  a  legislated 
settlement  process  could  be  used  to  resolve  disputes  about  tribal 
account  balances.   Our  September  1995  report^  contained  draft 
legislation  outlining  a  settlement  process,  which  we  prepared  in 
response  to  a  request  from  your  Committee  and  the  House  Committee 
on  Resources  to  initiate  discussions  on  options  for  resolving 
disputed  balances. 

While  Interior  has  initiated  several  management  improvement 
actions  over  the  past  3  years  to  correct  the  long-standing 
problems  that  gave  rise  to  the  concerns  over  the  accuracy  of 
tribal  trust  fund  accounts,  the  improvements  will  take  several 


^Financial  Management:   BIA's  Tribal  Trust  Fund  Account 
Reconciliation  Results  (GAO/AIMD-96-63 ,  May  3,  1996). 

^Indian  Trust  Fund  Settlement  Legislation  (GAO-/AIMD/OGC-95-237R, 
September  29,  1995) . 
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years  to  complete.   Additionally,  the  current  trust  fund 
management  and  accounting  systems  and  controls  remain  inadequate 
to  ensure  accurate  trust  fund  accounting  and  asset  management. 
Unless  Interior  corrects  its  long-standing  trust  fund  management, 
accounting,  and  control  weaknesses,  it  may  be  faced  with 
additional  costly  reconciliations  and  settlements  in  the  future. 

The  appointment  of  the  Special  Trustee  for  American  Indians  was 
an  important  step  in  establishing  high-level  leadership  at 
Interior  for  Indian  trust  fund  management.   The  Office  of  the 
Special  Trustee  was  implemented  in  February  1996.   The  Special 
Trustee  has  recently  developed  a  concept  paper  which  outlines 
needed  trust  fund  management  improvements.   This  concept  paper 
will  need  to  be  expanded  to  include  various  options  and 
alternatives  and  their  associated  costs  and  benefits  and 
ultimately  developed  into  a  comprehensive  strategic  plan. 

Ultimately,  solving  Interior's  trust  fund  management  problems 
will  require  comprehensive  planning,  management  commitment  across 
all  Indian  trust  program  offices,  and  additional  resources. 

BACKGROUND 

Several  Interior  agencies  are  responsible  for  carrying  out  the 
Secretary's  Indian  trust  responsibilities.   These  agencies 
include  the  Bureau  of  Indian  Affairs  (BIA)  and  its  Office  of 
Trust  Responsibilities  (OTR) ,  which  is  responsible  for  resource 
management  and  land  and  lease  ownership  information;  BIA's  12 
Area  Offices  and  85  Agency  Offices;  the  Bureau  of  Land  Management 
(BLM)  and  its  lease  inspection  and  enforcement  functions;  and  the 
Minerals  Management  Service's  (MMS)  Royalty  Management  Program, 
which  collects  and  accounts  for  oil  and  gas  royalties  on  Indian 
leases . 

In  addition,  an  Office  of  the  Special  Trustee  for  American 
Indians  was  established  by  the  American  Indian  Trust  Fund 
Management  Reform  Act  of  1994.   This  office,  implemented  by 
Secretarial  Order  in  February  1996,  has  oversight  responsibility 
over  Indian  trust  fund  and  asset  management  programs  in  BIA,  BLM, 
and  MMS.   The  Order  transferred  BIA's  Office  of  Trust  Funds 
Management  (OTFM)  to  the  Office  of  the  Special  Trustee  for 
American  Indians  and  gave  the  Special  Trustee  responsibility  for 
the  financial  trust  services  performed  at  BIA's  Area  and  Agency 
Offices . 

At  the  end  of  fiscal  year  1995,  OTFM  reported  that  Indian  trust 
fund  accounts  totaled  about  $2.6  billion,  including  approximately 
$2.1  billion  for  about  1,500  tribal  accounts  and  about  $453 
million  for  nearly  390,000  Individual  Indian  Money  (IIM) 
accounts.   The  balances  in  the  trust  fund  accounts  have 
accumulated  primarily  from  payments  of  claims;  oil,  gas,  and  coal 
royalties;  land  use  agreements;'  and  investment  income.   Fiscal 
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year  1995  reported  receipts  to  the  trust  accounts  from  these 
sources  totaled  about  $1.9  billion,  and  disbursements  from  the 
trust  accounts  to  tribes  and  individual  Indians  totaled  about 
$1.7  billion. 

OTFM  uses  two  primary  systems  to  account  for  the  Indian  trust 
funds--an  interim,  core  general  ledger  and  investment  system  and 
BIA's  Integrated  Resources  Management  System  (IRMS).   OTR's 
realty  office  uses  the  Land  Records  Information  System  (LRIS)  to 
record  official  Indian  land  and  beneficial  ownership  information. 
BLM  maintains  a  separate  system  for  recording  mineral  lease  and 
production  information  and  MMS  maintains  separate  royalty 
accounting  and  production  information  systems. 

Our  assessment  of  BIA's  trust  fund  reconciliation  and  reporting 
to  tribes  is  detailed  in  our  May  1996  report,  which  covered  our 
efforts  to  monitor  BIA's  reconciliation  project  over  the  past  5 
and  one-half  years.   As  you  requested,  we  also  assessed 
Interior's  trust  fund  management  improvement  initiatives.   In 
order  to  do  this,  we  contacted  the  Special  Trustee  for  American 
Indians,  OTFM  officials,  and  OTR's  Land  Records  Officer  for 
information  on  the  status  of  their  management  improvement  plans 
and  initiatives.   We  also  contacted  tribal  representatives  for 
their  views.   We  focused  on  Interior  agency  actions  to  address 
recommendations  in  our  previous  reports  and  testimonies  and 
obtained  information  on  new  initiatives. 

TRUST  FUND  RECONCILIATION  RESULTS 

BIA  recently  completed  its  tribal  trust  fund  reconciliation 
project  which  involved  a  massive  effort  to  locate  supporting 
documentation  and  reconstruct  historical  trust  fund  transactions 
so  that  account  balances  could  be  validated.   BIA  provided  a 
report  package^  to  each  tribe  on  its  reconciliation  results  in 
January,  1996.   Interior's  prototype  summary  reconciliation 
report  to  tribes  shows  that  BIA's  reconciliation  contractor 
verified  218,531  of  tribes'  noninvestment  receipt  and 
disbursement  transactions  that  were  recorded  in  the  trust  fund 
general  ledger.   However,  despite  over  5  years  of  effort  and 
about  $21  million  in  contracting  fees,  a  total  of  $2.4  billion 
for  32,901  receipt  and  disbursement  transactions  recorded  in  the 
general  ledger  could  not  be  traced  to  supporting  documentation 


^The  report  package  presented  the  results  of  the  reconciliation 
procedures  performed  by  BIA's  contractor  for  fiscal  years  1973 
through  1992,  and  BIA's  reconciliations  for  fiscal  years  1993 
through  1995.   It  included  unreconciled  account  statements  and  a 
schedule  of  proposed  adjustments  for  each  of  the  years  covered  by 
the  reconciliation,  and  a  transmittal  letter  which  described  the 
information  provided  and  BIA's  plans  to  meet  with  tribes  to 
discuss  the  reconciliation  results. 
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due  to  missing  records. 

In  addition,  BIA's  reconciliation  report  package  did  not  disclose 
known  limitations  in  the  scope  and  methodology  used  for  the 
reconciliation  process.   For  example,  BIA  did  not  disclose  or 
discuss  the  procedures  included  in  the  reconciliation  contract 
which  were  not  performed  or  could  not  be  completed.   Also,  BIA 
did  not  explain  substantial  changes  in  scope  or  procedures 
contained  in  contract  modifications  and  issue  papers,  such  as 
accounts  and  time  periods  that  were  not  covered  and  alternative 
source  documents  used.   Further,  BIA  did  not  disclose  that  the 
universe  of  leases  was  unknown  or  the  extent  to  which 
substitutions  were  made  to  the  lease  sample  originally  selected 
for  reconciliation. 

In  order  for  the  tribes  to  conclude  on  whether  the  reconciliation 
represents  as  full  and  complete  an  accounting  as  possible,  it  was 
important  that  BIA  explain  the  limitations  in  reconciliation 
scope  and  methodology  and  the  procedures  specified  under  the 
original  contract  that  were  not  performed  or  were  not  completed. 
At  a  February  1996  meeting  in  Albuquerque,  New  Mexico,  where  BIA 
and  its  reconciliation  contractor  summarized  the  reconciliation 
results,  tribes  raised  questions  about  the  adequacy  and 
reliability  of  the  reconciliation  results. 

The  American  Indian  Trust  Fund  Management  Reform  Act  of  1994 
required  that  the  Secretary  of  the  Interior  report  to 
congressional  committees  by  May  31,  1996,  including  a  description 
of  the  methodology  used  in  reconciling  trust  fund  accounts  and 
the  tribes'  conclusions  as  to  whether  the  reconciliation 
represents  as  full  and  complete  an  accounting  of  their  funds  as 
possible.   The  Secretary's  May  31,  1996,  report  indicates  that  3 
tribes  have  disputed  their  account  balances,  2  have  accepted 
their  account  balances,  and  275  tribes  have  not  yet  decided 
whether  to  accept  or  dispute  their  account  balances. 

LEGISLATED  SETTLEMENT  PROCESS 

If  Interior  is  not  able  to  reach  agreement  with  tribes  on  the 
reconciliation  results,  a  legislated  settlement  process  would 
prove  useful  in  resolving  disputes  about  account  balances.   Our 
March  1995  testimony*  suggested  that  the  Congress  consider 
establishing  a  legislated  settlement  process.   Our  September  1995 
report  provided  draft  settlement  legislation  for  discussion 
purposes.   The  draft  legislation  would  provide  for  a  mediation 
process  and,  if  mediation  does  not  resolve  disputes,  a  binding 
arbitration  process.  The  proposed  process  draws  on  advice 
provided  us  by  the  Federal  Mediation  and  Conciliation  Service  and 


^Financial  Management:   Indian  Trust  Fund  Accounts  Cannot  Be 
Fully  Reconciled  (GAO/T-AIMD-95-94,  March  8,  1995)  . 
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the  rules  of  the  American  Arbitration  Association.   Both  of  these 
organizations  have  extensive  experience  in  the  use  of  third  party- 
facilitators  to  provide  alternative  dispute  resolution.   The 
proposed  process  offers  a  number  of  benefits,  including 
flexibility  in  presentation  of  evidence  and,  because  the 
decision  of  the  arbitrators  would  be  binding  and  could  not  be 
appealed,  a  final  resolution  of  the  dispute. 

TRUST  FUND  MANAGEMENT  IMPROVEMENT  INITIATIVES 

BIA's  reconciliation  project  attempted  to  discover  any 
discrepancies  between  its  accounting  information  and  historical 
transactions  that  occurred  prior  to  fiscal  year  1993.   However, 
unless  the  deficiencies  in  Interior's  trust  fund  management  that 
allowed  those  discrepancies  to  occur  are  corrected,  such 
discrepancies  could  continue  to  occur,  possibly  leading  to  a  need 
for  future  reconciliation  efforts.   Since  1991,  our  testimonies 
and  reports  on  BIA's  efforts  to  reconcile  trust  fund  accounts 
have  called  for  a  comprehensive  strategic  plan  to  guide  future 
trust  fund  management  and  ensure  that  trust  fund  accounts  are 
accurately  maintained  in  the  future.   While  OTFM  and  OTR  have 
undertaken  a  number  of  corrective  actions,  progress  has  been 
slow,  results  have  been  limited,  and  further  actions  are  needed. 

OTFM,  Interior,  and  OTR  have  initiated  several  trust  fund 
management  improvements  during  the  past  3  years.   These  include 

acquiring  a  cadre  of  experienced  trust  fund  financial 

management  staff; 

issuing  trust  fund  IIM  accounting  procedures  to  BIA  field 

offices,  developing  records  management  procedures  manuals, 

and  issuing  a  trust  fund  loss  policy; 

implementing  an  interim,  core  general  ledger  and  investment 

accounting  system  and  performing  daily  cash  reconciliations; 

studying  IIM  and  subsidiary  system  issues; 

reinstating  annual  trust  fund  financial  statement  audits;  and 

initiating  improvements  to  the  Land  Records  Information 

System. 

Qualified  Staff 

Our  1991  testimonies^  and  June  1992  report^  identified  a  lack  of 


^Bureau  of  Indian  Affairs'  Efforts  to  Reconcile  and  Audit  the 
Indian  Trust  Funds  {GAO/T-AFMD-91-2 ,  April  11,  1991),  and  Bureau 
of  Indian  Affairs'  Efforts  to  Reconcile,  Audit,  and  Manage  the 
Indian  Trust  Funds  (GAO/T-AFMD-91-6,  May  20,  1991)  . 

^Financial  Management:   BIA  Has  Made  Limited  Progress  in 
Reconciling  Trust  Accounts  and  Developing  a  Strategic  Plan 
(GAO/AFMD-92-38,  June  18,  1992). 
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trained  and  experienced  trust  fund  financial  management  staff. 
Previous  studies  and  audits  by  Interior's  Inspector  General  and 
public  accounting  firms  also  identified  this  problem.   Our  June 
1992  report  recommended  that  BIA  prepare  an  organization  and 
staffing  analysis  to  determine  appropriate  roles, 

responsibilities,  authorities,  and  training  and  supervisory  needs 
as  a  basis  for  sound  trust  fund  management.   In  response  to  our 
recommendation,  in  1992,  OTFM  contracted  for  a  staffing  and 
workload  analysis  and  developed  an  organization  plan  to  address 
critical  trust  fund  management  functions . 

The  appropriations  committees  approved  OTFM's  1994  reorganization 
plan.   As  of  October  1995,  OTFM  had  made  significant  progress  in 
hiring  qualified  financial  management  and  systems  staff. 
However,  during  fiscal  year  1996,  27  BIA  personnel  displaced  by 
BIA's  reduction-in-force  were  reassigned  to  OTFM.   This 
represents  about  one- third  of  OTFM's  on  board  staff.   Some  of 
these  reassigned  staff  displaced  OTFM  staff,  while  others  filled 
vacant  positions  that  would  otherwise  have  been  filled  through 
specialized  hiring.   As  a  result,  OTFM  will  face  the  challenge  of 
providing  additional  supervision  and  training  for  these 
reassigned  staff  while  continuing  to  work  with  BIA's  Area  and 
Agency  Office  trust  accountants  to  monitor  corrective  actions  and 
plan  for  additional  improvements. 

Policies  and  Procedures 

Our  April  1991  testimony  identified  a  lack  of  consistent,  written 
policies  and  procedures  for  trust  fund  management.   We 
recommended  that  BIA  develop  policies  and  procedures  to  ensure 
that  trust  fund  balances  remain  accurate  once  the  accounts  are 
reconciled.   Our  April  1994  testimony''  reiterated  this 
recommendation  and  further  recommended  that  BIA  initiate  efforts 
to  develop  complete  and  consistent  written  trust  fund  management 
policies  and  procedures  and  place  a  priority  on  their  issuance. 
BIA  has  not  yet  developed  a  comprehensive  set  of  policies  and 
procedures  for  trust  fund  management.   However,  OTFM  developed 
two  volumes  of  trust  fund  IIM  accounting  procedures  for  use  by 
BIA's  Area  and  Agency  Office  trust  fund  accountants  and  provided 
them  to  BIA's  Area  and  Agency  Offices  during  1995. 

Also,  during  1995,  OTFM  developed  two  records  management  manuals, 
which  address  file  improvements  and  records  disposition.   Missing 
records  were  the  primary  reason  that  many  trust  fund  accounts 
could  not  be  reconciled  during  BIA's  recent  reconciliation 
effort.   In  addition,  OTFM  is  developing  a  records  management 
implementation  plan,  including  an  automated  records  inventory 


^Financial  Management:   Status  of  BIA's  Efforts  to  Reconcile 
Indian  Trust  Fund  Accounts  and  Implement  Management  Improvements 
(GAO/T-AIMD-94-99,  April  12,  1994)  . 
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system. 

In  January  1992^  and  again  in  January  1994,'  we  reported  that 
BIA's  trust  fund  loss  policy"  did  not  address  the  need  for 
systems  and  procedures  to  prevent  and  detect  losses,  nor  did  it 
instruct  BIA  staff  on  how  to  resolve  losses  if  they  occurred. 
The  policy  did  not  address  what  constitutes  sufficient 
documentation  to  establish  the  existence  of  a  loss,  and  its 
definition  of  loss  did  not  include  interest  that  was  earned  but 
not  credited  to  the  appropriate  account.   Our  January  1994  report 
suggested  a  number  of  improvements,  such  as  articulating  steps  to 
detect,  prevent,  and  resolve  losses.   OTFM  addressed  our 
suggestions  and  issued  a  revised  trust  fund  loss  policy  in  1995. 
However,  while  OTFM  has  made  progress  in  developing  policies  and 
procedures,  OTFM  officials  told  us  that  BIA's  Area  and  Agency 
Office  trust  accountants  have  not  consistently  implemented  these 
policies  and  procedures. 

In  addition  to  developing  selected  policies  and  procedures,  OTFM 
officials  told  us  that  they  began  performing  monthly 
reconciliations  of  the  trust  fund  general  ledger  to  Treasury 
records  in  fiscal  year  1993  and  that  they  work  with  BIA  Area  and 
Agency  Offices  to  ensure  that  unreconciled  amounts  are  properly 
resolved.   OTFM  officials  also  told  us  that  they  have  had  limited 
resources  to  monitor  Agency  Office  reconciliation  performance  and 
assist  BIA  Agency  Office  personnel  in  resolving  reconciliation 
discrepancies.   While  we  have  not  reviewed  this  reconciliation 
process,  it  is  expected  that  it  would  be  reviewed  in  connection 
with  recently  reinstated  trust  fund  financial  statement  audits. 

In  addition,  an  OTFM  official  told  us  that  a  lack  of  resources 
has  impeded  OTFM's  performance  of  its  quality  assurance  function, 
which  was  established  to  perform  internal  reviews  to  help  ensure 
the  quality  of  trust  fund  management  across  BIA  offices.   For 
example,  according  to  the  OTFM  official,  until  recently,  funds 
were  not  available  to  travel  to  Area  and  Agency  Offices  to 
determine  whether  the  accounting  desk  procedures  and  trust  fund 
loss  policy  have  been  properly  implemented. 


°BIA  Reconciliation  Monitoring  (GAO/AFMD-92-36R,  January  13, 
1992) . 

^BIA's  Trust  Fund  Loss  Policy  (GAO/AIMD-94-59R,  January  14, 
1994)  . 

"The  loss  policy  addresses  Indian  trust  fund  account  losses  that 
are  due  to  BIA  errors,  such  as  mathematical  errors  or  other 
losses  that  resulted  from  poor  accounting  practices  or  controls. 
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Interim  Trust  Accounting  System 

Our  June  1992  report  recommended  that  BIA  review  its  current 
systems  as  a  basis  for  determining  whether  systems  modifications 
will  most  efficiently  bring  about  needed  improvements  or  whether 
alternatives  should  be  considered,  including  cross-servicing 
arrangements,  contracting  for  automated  data  processing  services, 
or  new  systems  design  and  development.   In  response  to  our 
recommendation,  OTFM  explored  commercially  available  off-the- 
shelf  trust  accounting  systems  and  contracted  for  an  interim, 
core  general  ledger  and  investment  accounting  system. 

OTFM  made  a  number  of  other  improvements  related  to  implementing 
the  interim,  core  trust  accounting  system.   For  example,  OTFM 

obtained  Office  of  the  Comptroller  of  the  Currency  assistance 
to  develop  core  general  ledger  and  investment  accounting 
system  operating  procedures; 

initiated  direct  deposit  of  collections  to  BIA  Treasury- 
accounts  through  the  Automated  Clearing  House; 
initiated  automated  payment  processing,  including  electronic 
certification,  to  facilitate  direct  deposit  of  receipts  to 
tribal  accounts; 

conducted  a  user  survey  and  developed  a  systems  user  guide; 
established  a  help  desk  to  assist  system  users  by  providing 
information  on  the  new  system,  including  a  remote 
communication  package  for  tribal  dial-in  capability;  and 
--  provided  system  access  to  Area  and  Agency  Offices  and  tribal 
personnel . 

While  the  new  system  has  eliminated  the  need  for  manual 
reconciliations  between  the  general  ledger  and  investment  system 
and  facilitates  reporting  and  account  statement  preparation, 
tribes  and  Indian  groups  have  told  us  that  the  new  account 
statements  do  not  provide  sufficient  detail  for  them  to 
understand  their  account  activity.   For  example,  they  said  that 
because  principal  and  interest  are  combined  in  the  account 
statements,  it  is  difficult  to  determine  interest  earnings.   They 
told  us  that  the  account  statements  also  lack  information  on 
investment  yields,  duration  to  maturity,  and  adequate 
benchmarking.^^   For  tribes  that  have  authority  to  spend  interest 
earnings,  but  not  principal  amounts,  this  lack  of  detail  presents 
accountability  problems.   Representatives  of  some  tribes  told  us 
that  they  either  have  or  plan  to  acquire  systems  to  fill  this 
information  gap.   OTFM  is  planning  system  enhancements  to 
separately  identify  principal  and  interest  earnings.   However, 
additional  enhancements  would  be  needed  to  address  investment 


"OTFM  provides  benchmarks  that  are  the  average  annual  yield  of  all 
tribal  trust  funds  rather  than  comparable  private  sector  yield 
benchmarks . 
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management  information  needs. 

IIM  and  Subsidiary  Accounting  System 

In  January  1996,  the  Special  Trustee  formed  a  working  group 
consisting  of  tribal  representatives  and  members  of  allottee 
associations,  which  represent  individual  Indians;  BIA  and  Office 
of  Special  Trustee  field  office  staff;  and  OTFM  staff  to  address 
IIM  and  subsidiary  accounting  issues.   In  addition,  OTFM  has 
scheduled  four  consultation  meetings  with  tribes  and  individual 
Indians  between  June  and  August  1996  to  determine  how  best  to 
provide  customer  services  to  IIM  account  holders.   These  groups 
will  also  consider  ways  to  reduce  the  number  of  small,  inactive 
IIM  accounts.   According  to  the  Special  Trustee,  about  225,000 
IIM  accounts  have  balances  of  less  than  $10. 

Trust  Fund  Financial  Statement  Audits 

In  1995,  OTFM  initiated  a  contract  to  resume  audits  of  the  trust 
fund  financial  statements.   OTFM  had  not  had  a  trust  fund 
financial  statement  audit  since  1990,  pending  completion  of  the 
trust  fund  account  reconciliation  project.   The  fiscal  year  1995 
audit  is  covering  the  trust  fund  Statement  of  Assets  and  Trust 
Fund  Balances,  and  the  fiscal  year  1996  audit  will  cover  the  same 
statement  and  a  Statement  of  Changes  in  Trust  Fund  Balances. 

Land  Records  and  Ownership  System  Improvements 

In  1993,  BIA's  Office  of  Trust  Responsibility  (OTR)  initiated 
improvements  to  its  Land  Records  Information  System  (LRIS) . 
These  improvements  were  to  automate  the  chain-of -title  function 
and  result  in  more  timely  land  ownership  determinations.   In 
September  1994,  we  reported"  that  OTR  had  2-year  backlogs  in 
ownership  determinations  and  recordkeeping  which  could  have  a 
significant  impact  on  the  accuracy  of  trust  fund  accounting  data. 
We  recommended  that  BIA  provide  additional  resources  to  reduce 
these  backlogs,  through  temporary  hiring  or  contracting,  until 
the  LRIS  improvements  could  be  completed. 

However,  according  to  OTR's  Land  Records  Officer,  the  additional 
resources  were  not  made  available  as  a  result  of  fiscal  year  1995 
and  1996  budget  cuts.   Instead,  BIA  eliminated  6  Land  Title  and 
Records  Office  positions  in  fiscal  year  1995  and  an  additional  30 
positions  in  BIA's  fiscal  year  1996  reduction-in-force.   As  a 
result,  OTR's  five  Land  Title  and  Records  Offices  and  its  four 
Title  Service  Offices  now  have  a  combined  staff  of  90  full-time 
equivalent  (FTE)  positions--compared  with  126  staff  on  September 


"Financial  Management:   Focused  Leadership  and  Comprehensive 
Planning  Can  Improve  Interior's  Management  of  Indian  Trust  Funds 
(GAO/AIMD-94-185,  September  22,  1994). 


no 


30,  1994--to  work  on  the  backlog  in  title  ownership 
determinations  and  recordkeeping  while  also  handling  current 
ownership  determination  requests.   While  current  OTR  backlogs  are 
somewhat  less  than  in  1994,  BIA's  Land  Records  Officer  estimates 
that  over  104  staff  years  of  effort  would  be  needed  to  eliminate 
the  current  backlog.   However,  because  LRIS  improvements  are  on 
hold,  these  backlogs  are  likely  to  grow. 

Additional  Improvements  Are  Needed 

While  BIA  and  OTFM  have  begun  actions  to  address  many  of  our  past 
recommendations  for  management  improvements,  progress  has  been 
limited  and  additional  improvements  are  needed  to  ensure  that 
trust  funds  are  accurately  maintained  in  the  future  and  the  needs 
of  the  beneficiaries  are  well-served.   For  example,  BIA's  IRMS 
subsidiary  and  IIM  system  may  contain  unverified  and  potentially 
incorrect  information  on  land  and  lease  ownership  that  some  BIA 
offices  may  be  using  to  distribute  trust  fund  receipts  to  account 
holders.   According  to  a  BIA  official,  some  of  BIA's  Agency 
Office  staff  update  IRMS  ownership  files  based  on  unverified 
information  they  have  developed  because  LRIS  information  is 
significantly  out-of-date.   Our  September  1994  report  stated  that 
without  administrative  review  and  final  determination  and 
certification  of  ownerships,  there  is  no  assurance  that  the 
ownership  information  in  BIA's  accounting  system  is  accurate. 
Our  report  also  stated  that  eliminating  redundant  systems  would 
help  to  ensure  that  only  official,  certified  data  are  used  to 
distribute  trust  fund  revenue  to  account  holders. 

Although  Interior  formed  a  study  team  to  develop  an  IIM 
subsidiary  system  plan,  the  team's  August  1995  report  did  not 
include  a  detailed  systems  plan.   Further,  BIA  and  OTFM  have  not 
yet  performed  an  adequate  user  needs  assessment;  explored  the 
costs  and  benefits  of  systems  options  and  alternatives;  or 
developed  a  systems  architecture  as  a  framework  for  integrating 
trust  fund  accounting,  land  and  lease  ownership,  and  other  trust 
fund  and  asset  management  systems. 

However,  even  if  OTR  resolves  its  ownership  determination  and 
recordkeeping  backlogs  and  OTFM  acquires  reliable  IIM  and 
subsidiary  accounting  systems,  IIM  accounting  will  continue  to  be 
problematic  due  to  fractionated  ownerships.   Under  current 
practices,  fractionated  ownerships,  which  result  from 
inheritances,  will  continue  to  complicate  ownership 
determinations,  accounting,  and  reconciliation  efforts  because  of 
the  increasing  number  of  ownership  determinations  and  trust  fund 
accounts  that  will  be  needed. 
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Our  April  1994  testimony^'  stated  that  BIA  lacked  an  accounts 
receivable  system.   Interior  officials  told  us  that  developing  an 
accounts  receivable  system  would  be  problematic  because  BIA  does 
not  have  a  master  lease  file  as  a  basis  for  determining  its 
accounts  receivable.   As  a  result,  BIA  does  not  know  the  total 
number  of  leases  that  it  is  responsible  for  managing  or  whether 
it  is  collecting  revenues  from  all  active  leases.   BIA  has  not 
yet  begun  to  plan  for  or  develop  a  master  lease  file. 

In  addition,  BIA  and  OTFM  have  not  developed  a  comprehensive  set 
of  trust  fund  management  policies  and  procedures.   Comprehensive 
written  policies  and  procedures,  if  consistently  implemented, 
would  help  to  ensure  proper  trust  fund  accounting  practices. 
Also,  to  encourage  consistent  implementation  of  policies  and 
procedures,  quality  assurance  reviews  and  audits  are  an  important 
tool . 

In  1994,  OTFM  developed  a  plan  to  contract  for  investment 
custodian  and  advisor  services.   These  initiatives  were  planned 
for  implementation  in  fiscal  year  1995.   However,  OTFM  has 
delayed  its  contract  solicitation  for  investment  custodian 
services  until  the  end  of  June  1996  and  has  only  recently  begun 
to  develop  a  contract  solicitation  for  investment  advisors.   OTFM 
officials  told  us  that  a  lack  of  resources  has  caused  them  to 
delay  contracting  for  these  services. 

Strategic  Plan  for  Trust  Fund  Management 

Since  1991,  our  testimonies  and  reports  have  called  for  Interior 
to  develop  a  comprehensive  strategic  plan  to  guide  trust  fund 
management  improvements  across  Interior  agencies.   We  have 
criticized  Interior's  past  planning  efforts  as  piecemeal 
corrective  action  plans  which  fell  short  of  identifying  the 
departmentwide  improvements  needed  to  ensure  sound  trust  fund 
management.   Our  June  1992  and  September  1994  reports  and  our 
April  1994  testimony  recommended  that  Interior's  strategic  plan 
address  needed  improvements  across  Interior  agencies,  including 
BIA,  BLM,  and  MMS .   We  endorsed  the  American  Indian  Trust  Fund 
Management  Reform  Act  of  1994,  which  established  a  Special 
Trustee  for  American  Indians  reporting  directly  to  the  Secretary 
of  the  Interior.   The  act  made  the  Special  Trustee  responsible 
for  overseeing  Indian  trust  fund  management  across  these  Interior 
agencies  and  required  the  Special  Trustee  to  develop  a 
comprehensive  strategic  plan  for  trust  fund  management. 

The  Senate  confirmed  the  appointment  of  the  Special  Trustee  for 
American  Indians  in  September  1995.   In  February  1996,  the 


^^Financial  Management:   Status  of  BIA's  Efforts  to  Reconcile 
Indian  Trust  Fund  Accounts  and  Implement  Management  Improvements 
(GAO/T-AIMD-94-99,  April  12,  1994). 
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Special  Trustee  reported  that  the  $447,000  provided  for  his 
office  for  fiscal  year  1996  is  insufficient  to  finance  the 
development  of  a  comprehensive  strategic  plan  for  trust  fund 
financial  management.   Despite  the  funding  limitations,  using 
contractor  assistance,  the  Special  Trustee  has  prepared  an 
initial  assessment  and  strategic  planning  concept  paper. 
However,  the  concept  paper  focuses  on  one  potential  system 
solution  for  addressing  critical  OTFM  and  BIA  financial 
management  information  requirements  and  does  not  address  other 
alternatives.   It  also  does  not  address  programs  across  Interior 
agencies  or  all  needed  improvements.   In  addition,  the  concept 
paper  does  not  explain  the  rationale  for  many  of  the  assumptions 
that  support  the  detail  for  the  $147  million  estimate  to 
implement  the  specified  improvements. 

In  contrast  to  the  concept  paper,  a  comprehensive  strategic  plan 
would  reflect  the  requirements  of  the  Department,  BIA,  ELM,  MMS, 
OTFM,  and  other  Interior  agency  Indian  trust  programs.   It  would 
also  address  the  relationships  of  the  strategic  plans  for  each  of 
these  entities,  including  information  resource  management, 
policies  and  procedures,  and  automated  systems. 

In  addition,  a  comprehensive  strategic  plan  would  address  various 
trust  fund  related  systems  options  and  alternatives  and  their 
associated  costs  and  benefits.   For  example,  the  concept  paper 
proposes  acquiring  new  trust  fund  general  ledger  and  subsidiary 
accounting  systems  but,  unlike  a  strategic  plan,  it  does  not 
analyze  the  costs,  benefits,  advantages,  and  disadvantages  of 
enhancing  OTFM's  current  core  general  ledger  and  investment 
system. 

Further,  since  1993,  OTR  has  been  planning  for  LRIS  upgrades, 
including  automated  chain-of-title,  which  would  facilitate 
ownership  determinations  and  recordkeeping.   Because  it  is 
planned  that  LRIS  will  provide  a  BIA  link  to  Interior's  core 
Automated  Land  Records  Management  System  (ALMRS) ,  a  comprehensive 
strategic  plan  would  need  to  consider  the  merits  of  LRIS  in 
determining  how  trust  ownership  and  accounting  information  needs 
can  best  be  addressed.   ALMRS  is  being  developed  by  BLM  at  an 
estimated  cost  of  $450  million.   Because  ALMRS  and  LRIS  were 
costly  to  develop  and  they  contain  interrelated  data,  a 
comprehensive  strategic  plan  would  also  need  to  consider  the 
advantages  and  disadvantages  of  linking  LRIS  to  the  trust  fund 
accounting  system,  as  compared  with  acquiring  a  new  land  records 
and  ownership  system,  in  determining  the  best  way  to  manage 
Indian  trust  funds  and  assets. 

The  Special  Trustee  and  OTFM  Director  told  us  that  they  currently 
lack  the  resources  to  adequately  plan  for  and  acquire  needed 
trust  fund  system  improvements.   However,  without  accurate,  up- 
to-date  ownership  and  subsidiary  accounting  information,  trust 
fund  account  staltements  will  continue  to  be  unreliable. 
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The  Special  Trustee  told  us  that  due  to  limited  resources  and  the 
need  for  timely  solutions,  he  is  considering  ways  to  use  changes 
in  policies  and  procedures  to  deal  with  some  trust  fund  problems. 
Many  of  the  problems  identified  in  his  concept  paper  are  not 
strictly  systems  problems,  and  they  do  not  necessarily  require 
systems  solutions. 

We  agree  that  certain  changes  should  be  considered  that  would  not 
require  systems  solutions.   For  example,  centralizing  management 
functions  could  help  resolve  the  problems  of  inconsistent 
ownership  determinations  and  inconsistent  accounting  practices. 
The  centralization  of  some  functions,  such  as  handling  trust  fund 
collections  through  lock  box  payments  to  banks,  could  also  result 
in  management  efficiencies.   Similarly,  ownership  determination 
and  recordkeeping  backlogs  might  be  better  addressed  by 
centralizing  the  five  Land  Title  and  Records  Offices  and  using 
contractor  assistance  or  temporary  employees  until  system 
improvements  are  in  place.   Even  with  centralization  of  some 
functions,  customer  information  and  services  could  continue  to  be 
provided  locally  for  customer  convenience. 

GAP  OBSERVATIONS 

Although  OTFM  made  a  massive  attempt  to  reconcile  tribal 
accounts,  missing  records  and  systems  limitations  made  a  full 
reconciliation  impossible.   Also,  cost  considerations  and  the 
potential  for  missing  records  made  individual  Indian  account 
reconciliations  impractical .   A  legislated  settlement  process 
could  be  used  to  resolve  questions  about  tribal  account  balances. 

Three  major  f actors--lack  of  comprehensive  planning,  lack  of 
management  commitment  across  the  organization,  and  limited 
resources--have  impeded  Interior's  progress  in  correcting  long- 
standing trust  fund  management  problems.   When  the  trust  fund 
reconciliation  project  was  initiated,  it  was  envisioned  that  by 
the  time  it  was  completed,  adequate  organizational  structures, 
staffing,  systems,  and  policies  and  procedures  would  be  in  place 
to  ensure  that  trust  fund  accounts  were  accurately  maintained  in 
the  future.   However,  piecemeal  planning  and  corrective  actions 
continue,  and  Interior  still  lacks  a  departmentwide  strategic 
plan  to  correct  trust  fund  management  problems. 

In  addition,  while  it  is  critical  that  all  parts  of  the 
organization  are  committed  to  supporting  and  implementing  trust 
fund  management  improvement  initiatives,  some  BIA  field  offices 
are  continuing  to  follow  improper  and  inconsistent  accounting 
practices.   Given  the  continuing  difficulty  in  managing  a  trust 
program  across  approximately  60  BIA  offices,  it  is  important  to 
consider  streamlining  options  such  as  centralization  of 
collections,  accounting,  and  land  title  and  recordkeeping 
functions . 
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Finally,  Interior  and  BIA  officials  told  us  that  they  lack  the 
resources  to  implement  many  needed  corrective  actions.   However, 
the  development  of  a  comprehensive  strategic  plan  that  addresses 
interrelated  functions  and  systems,  identifies  costs  and  benefits 
of  options  and  alternatives,  and  establishes  realistic  milestones 
is  a  necessary/  first  step.   A  departmentwide  plan  would  provide 
the  basis  for  management  and  congressional  decisions  on  requests 
for  resources. 


Mr.  Chairman  and  Mr.  Vice  Chairman,  this  concludes  my  statement. 
I  would  be  glad  to  answer  any  questions  that  you  or  the  Members 
of  the  Committee  might  have. 
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Committee  on  Indian  Affairs 

United  States  Senate 

This  report  responds  to  your  August  1995  request  that  we  review  the 
Bureau  of  hidian  Affairs'  (bia)  efforts  to  reconcile  and  certily  tribal  trust 
fund  accounts.  Specifically,  you  asked  us  to  provide  our  overall 
observations  on  the  results  of  the  reconciliation  effort,  including 
(1)  whether  the  reconciliation  report  clearly  communicated  the  results  of 
the  reconciliation  and  fully  disclosed  known  limitations,  (2)  whether  the 
certification  contract  addressed  the  extent  to  which  the  reconciliation 
provided  as  complete  an  accounting  as  possible,  and  (3)  the  tribes' 
responses  to  bia's  reconciliation  report 

When  the  Congress  established  the  Indian  trust  fund  account 
reconciliation  requirement  in  the  Interior  Department's  fiscal  year  1987 
supplemental  appropriations  act,  it  directed  bia  to  provide  an  accounting 
to  the  account  holders  and  the  Congress.  This  requirement  was  expanded 
in  Interior's  fiscal  year  1990  Eqjpropriations  act,  which  provided  for  an 
independent  certification  that  the  reconciliation  was  as  complete  as 
possible.  Until  bia  undertook  the  trust  fund  account  reconciliations  in  May 
1991,  the  accounts — some  of  which  were  60  to  100  years  old — had  never 
been  reconciled.'  The  reconciliation  process  was  brought  to  a  close  during 
the  fall  of  1995,  and,  in  January  1996,  a  report  was  issued  to  each  tribe  on 
the  results  associated  with  its  accounts. 


Rp<:iilt«  in  Rripf  Although  bia  spent  over  5  years  and  about  $21  million  in  a  massive  effort 

to  locate  supporting  documentation  and  reconcile  trust  fund  accounts, 
tribal  accounts  could  not  be  fully  reconciled  or  audited  due  to  missing 
records  and  the  lack  of  an  audit  trail  in  bia's  systems.  The  January  1996 
report  package  that  bia  provided  to  each  tribe  presented  the  results  of  the 
reconciliation  procedures  performed  by  its  contractor  for  fiscal  years  1973 
through  1992,  bia's  reconciliations  for  fiscal  years  1993  through  1995,  and  a 
transmittal  letter  which  described  the  information  provided  and  bla's  plans 

'At  the  direction  of  the  Congress,  we  studied  and  investigated  tribal  receipts  and  disbursements  for 
fiscal  years  1923  through  1951;  however,  as  reported  in  our  Febmary  1,  1929.  and  our  Apnl  1,  1961, 
reports,  we  did  not  attempt  to  reconcile  discrepancies  due  to  inadequate  records 
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to  meet  with  tribes  to  discuss  the  reconciliation  results.  However,  because 
bia's  report  package  did  not  explain  or  describe  the  numerous  changes  in 
reconciliation  scope  and  methodologies  or  the  procedures  that  were  not 
performed,  the  limitations  of  the  reconciliation  were  not  evident.  Further, 
the  certification  work — which  was  to  verily  that  the  reconciliation  was 
performed  in  accordance  with  bia's  reconciliation  contract  requirements 
but  not  that  the  reconciliation  was  as  complete  an  accounting  as 
possible — was  not  completed  due  to  cost  and  time  constraints.  Tribes 
have  expressed  concerns  about  the  scope  and  results  of  the  reconciliation 
process,  bia  may  be  unable  to  resolve  these  concerns.  Also,  cost 
considerations  and  the  potential  for  missing  records  made  individual 
Indian  account  reconciliations  impractical.  A  legislated  settlement  process 
could  be  used  as  a  framework  for  resolving  questions  about  both  tribal 
and  individual  Indian  account  balances. 


BackSroiind  ^"  response  to  tribes'  concerns  that  bia  had  not  consistently  provided  them 

°  with  statements  on  their  account  balances,  that  their  trust  fund  accounts 

had  never  been  reconciled,  and  that  bia  planned  to  contract  with  a  third 
party  for  management  of  trust  fund  accounts,  the  Congress  established  the 
requirement  in  the  Interior  Department's  fiscal  year  1987  supplemental 
appropriations  act  that  bia  reconcile  trust  fund  accounts  before  they  could 
be  transferred  to  a  third  party.  In  Interior's  fiscal  year  1990  appropriations 
act,  the  Congress  required  that  bla  reconcile  the  accounts  to  the  earliest 
possible  date.  In  a  March  1990  decision  interpreting  this  requirement,  we 
concluded  that  "Congress's  evident  purpose  is  to  obtain,  to  the  greatest 
extent  possible,  reliable  baseUne  balances  in  the  various  accounts." 

In  1990,  bia  decided  to  address  the  legislative  requirement  that  it  reconcile 
trust  fund  accounts  by  contracting  for  a  reconstruction  of  historical 
transactions,  to  ensure  that  tribal  and  individual  accounts  were  reconciled 
as  accurately  as  possible  back  to  the  earUest  possible  date  based  on 
available  records.  In  May  1991,  bia  awarded  a  reconciliation  contract 
valued  at  $12  million  over  a  5-year  period  to  a  m^or  independent  public 
accounting  firm.  Following  a  preliminary  assessment  of  the  feasibility  of 
reconciling  accounts  to  the  earliest  date  possible,  bia's  reconciliation 
contractor  reported  in  March  1992  that  records  were  available  to  research 
tribal  accounts  for  fiscal  years  1973  through  1992.  bia's  contractor  also 
reported  that  due  to  the  level  of  effort  and  associated  cost  and  the 
potential  for  missing  documentation,  it  was  not  feasible  to  reconcile 
Individual  Indian  Money  (IIM)  accounts  for  individual  Indians.'  In  addition, 


^BIA  also  maintains  s 
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BiA  determined  that  its  contractor  should  use  alternative  procedures, 
rather  than  specific  transaction  testing,  to  verify  tribal  account  balances 
where  insufficient  documents  were  available  to  reconstruct  the 
accounting  or  where  more  efficient  approaches  were  identified. 

In  addition  to  requiring  that  the  accounts  be  reconciled  to  the  earliest 
possible  date,  Interior's  fiscal  year  1990  appropriations  Jict  required  an 
independent  certification  that  the  reconciliation  resulted  in  the  most 
complete  reconciliation  possible.  In  September  199.3,  BlA  awarded  a 
certification  contract  for  $1.2  million  to  another  m^or  independent 
accounting  firm  to  verify  that  the  reconcUiation  procedures  were 
performed  in  accordance  with  the  reconciliation  contract.  BIA  terminated 
the  certification  contract  as  of  November  30,  1995.  As  of  February  14, 
1996,  BIA  had  obligated  over  $21  million  for  the  5-year  reconciliation  effort, 
including  $18.3  million  for  reconciliation  work  and  $2.8  million  for 
certification  work. 

The  American  Indian  Trust  Fund  Management  Reform  Act  of  1994  required 
the  Secretary  of  the  Interior  to  provide  tribes  with  reconciled  account 
statements  as  of  September  30,  1995.  To  meet  this  requirement,  BIA 
included  reconciled  account  statements,  which  it  prepared  for  fiscal  years 
1993  through  1995,  in  the  reconciliation  report  package  for  each  tribe.  The 
act  also  requires  the  Secretary  of  the  Interior  to  report  to  the  Senate 
Committee  on  Indian  Affairs  and  the  House  Committee  on  Resources  by 
May  31,  1996,  (1)  methodologies  used  to  reconcile  the  accounts, 
(2)  whether  tribes  accept  or  dispute  their  reconciled  account  balances, 
and  (3)  how  the  Secretary  plans  to  resolve  any  disputes. 

BIAS  Office  of  Trust  FHjnds  Management  (otfm)^  was  responsible  for 
carrying  out  the  reconciliation  and  certification  effort.  As  of  the  end  of 
fiscal  year  1995,  otfm  reported  that  it  managed  and  accounted  for 
approximately  $2.6  billion  in  Indian  trust  funds — about  $2.1  billion  for 
about  1,500  tribal  accounts  and  about  $453  million  for  nearly  390,000  nm 
accounts.  The  balances  in  the  trust  fund  accounts  have  accumulated 
primarily  from  payments  of  claims;  oil,  gas,  and  coal  royalties;  land  use 
agreements;  and  investment  income.  Fiscal  year  1995  reported  receipts  to 
the  trust  accounts  from  these  sources  totaled  about  $1.9  billion,  and 
disbursements  from  the  trust  accounts  to  tribes  and  individual  Indians 
totaled  about  $1.7  billion. 


^On  February  9.  1996.  a  Secretarial  Order  implemented  Interior's  Office  of  the  Special  Trustee  for 
American  Indians,  which  was  established  by  the  American  Indian  Trust  Fund  Management  Reform  Act 
of  1994  The  Order  also  transferred  OTFM  from  BIA  to  the  Office  of  the  Special  Trustee 
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Scope  and 
Methodology 


To  provide  our  observations  on  the  results  of  the  reconciliation  and 
certification  efforts,  we  reviewed  reconciliation  and  certification  contracts 
and  issue  papers,''  contractor  status  reports  and  memoranda,  and 
prototype  reconciliation  report  drafts.  We  met  with  Interior,  bia,  and  Office 
of  Management  and  Budget  (omb)  officials,  including  bia's  Special 
Assistant  to  the  Deputy  Commissioner  of  Indian  Affairs  for  the 
reconciliation  project  (Reconciliation  Project  Manager),  Interior's  Special 
Trustee  for  American  Indians,  and  representatives  of  the  independent 
accounting  firms  that  BIA  contracted  with  to  perform  the  reconciliation 
and  certification  to  discuss  our  concerns  about  the  reconciliation  effort 
and  the  certification  contract.  To  obtain  tribes'  views  on  the  reconciliation 
and  certification  efforts,  we  contacted  representatives  of  the  Intertribal 
Monitoring  Association  (rrMA),  which  represents  a  number  of  tribal 
account  holders,  and  representatives  of  non-iTMA  member  tribes.  We 
attended  bia's  February  1996  National  Meeting  in  Albuquerque,  New 
Mexico,  to  observe  Interior's  and  bia's  presentation  on  the  reconciliation 
procedures,  reports,  and  results  and  the  tribes'  responses. 


We  conducted  our  work  between  April  1995  and  March  1996  at  BIa's 
headquarters  in  Washington,  D.C.,  and  its  Office  of  Trust  Funds 
Management  in  Albuquerque,  New  Mexico.  Our  work  was  performed  in 
accordance  with  generally  accepted  government  auditing  standards.  We 
requested  comments  on  a  draft  of  this  report  from  the  Interior 
Department's  Special  Trustee  for  American  Indians.  On  April  2,  1996,  we 
received  written  comments  from  bia's  Reconciliation  Project  Manager. 
These  comments  are  discussed  in  the  "Agency  Comments  and  Our 
Evaluation"  section  of  this  report.  While  we  are  not  reprinting  these 
comments,  copies  are  available  from  gao. 


Reconciliation  Results 


Although  BIA  identified  about  20,000  boxes  of  accounting  documents  and 
lease  records  and  spent  about  5  years  attempting  to  reconcile  tribal  trust 
accounts,  sufficient  records  were  not  available  to  fuUy  reconcile  the 
accounts.  For  example,  bla's  reconciliation  contractor  verified  218,531  of 
tribes'  noninvestment  receipt  and  disbursement  transactions  totaling 
$15.3  billion,  or  86  percent,  of  the  $17.7  billion  in  transactions  that  were 
recorded  in  the  general  ledger.  However,  due  to  missing  records,  the 
contractor  was  not  able  to  verify  32,901  of  these  transactions  totaling 
$2.4  billion  (gross).  In  addition,  bia  was  not  able  to  determine  the  total 
amount  of  receipts  and  disbursements  that  should  have  been  recorded  and 


*In  addition  to  contract  modifications,  issue  papers  were  used  to  discuss  and  approve 
reconciliation  procedures  as  unforeseen  circumstances  were  encountered 


GAO/AIMD-96-e3  Tribal  ReconciUation  Results 


120 


had  no  reconciliation  procedure  to  address  the  completeness  of  the 
accounting  records. 

bia's  contractor  also  specifically  tested  $21.3  billion,  or  16  percent,  of  the 
investment  transactions.  According  to  bia's  Reconciliation  Project 
Manager,  in  order  to  achieve  efficiencies,  bia  decided  to  verify  investment 
activity  by  asking  its  contractor  to  perform  alternative  procedures  to 
review  interest  yields,  bia  performed  related  procedures  to  reconcile 
investment  system  balances  and  bia's  contractor  identified  deposit  lag 
times  (for  information  purposes  only)  on  collections.  However,  the 
completeness  of  these  procedures  was  also  impacted  by  missing  records. 

bia's  contractor  reconciled  692  leases  with  collections  greater  than  $25,000 
and  collections  for  227  months  for  213  timber  sales  contracts  for  certain 
tribes,  bia's  contractor  reported  that  $601  miUion,  or  99  percent,  of  lease 
receipts  tested  were  verified.  However,  this  represented  only  10.7  percent 
of  the  leases  originally  identified  for  testing.  Because  bia  did  not  know  the 
universe  of  leases,  it  could  not  determine  total  lease  revenue  expected  to 
be  collected  during  a  given  period  and,  therefore,  it  could  not  reUably 
determine  the  percent  of  lease  revenue  that  had  been  tested. 

Further,  not  all  of  the  reconciliation  procedures  specified  in  bia's 
reconciliation  contract  were  performed  and  others  could  not  be  completed 
due  to  missing  records,  the  lack  of  an  audit  trail  through  bia's  systems,  and 
time  and  cost  constraints.  For  example,  bia  did  not  reconcile  its  subsidiary 
system  to  its  general  ledger  and  bia  could  not  complete  the  reconcihation 
of  its  Finance  System  (general  ledger)  transactions  to  Treasury  records. 
Also,  as  stated  earlier,  because  of  the  cost  and  level  of  effort  and  the 
potential  lack  of  supporting  documents,  reconciliations  of  about  300,000 
individual  Indian  accounts  were  not  performed  and  no  alternative 
procedures  were  developed.  Appendix  I  contains  detailed  information  on 
reconciliation  procedures  and  results. 


Reconciliation 
Reports 


In  January  1996,  bia  provided  to  each  tribe  a  report  package^  on  the  results 
of  the  reconcihation  procedures  performed  by  its  contractor  for  fiscal 
years  1973  through  1992,  bia's  reconciliations  for  fiscal  years  1993  through 
1995,  and  a  transmittal  letter  which  described  the  information  provided 
and  bia's  plans  to  meet  with  tribes  to  discuss  the  reconcihation  results. 


*The  report  package  included  unreconciled  account  statements  and  a  schedule  of  proposed 
acljustments  for  each  of  the  years  covered  by  the  reconciliatioa 
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We  reviewed  several  drafts  of  bia's  reconciliation  report  package  and 
provided  oral  and  written  comments  and  suggestions  to  otfm  between  May 
1995  and  January  1996.  We  suggested  that  the  usefulness  of  their  report 
could  be  increased  by  clarifying  technical  terms  so  that  the  report  would 
be  more  understandable  to  nonaccountants.  We  also  suggested  that  bia 
identify  methodological  changes  addressed  in  contract  modifications  and 
issue  papers  and  disclose  scope  limitations  as  part  of  the  reconciliation 
report  package,  bia's  reconciliation  contractor  clarified  technical  language 
in  the  agreed-upon  procedures  report  and  stated  the  scope  of  the  work 
performed.  However,  bia  did  not  disclose  in  the  report  package  to  tribes 
the  procedures  specified  in  the  reconciliation  contract  which  were  not 
performed  or  could  not  be  completed  and  the  reasons.  In  addition,  for  the 
procedures  which  were  performed,  bia  did  not  fully  disclose  scope 
limitations  or  changes  in  methodologies,  such  as  accounts  and  time 
periods  that  were  not  covered  and  alternative  source  documents  used. 
While  some  scope  Umitations  were  discussed  at  the  February  1996 
National  Meeting  with  tribes,  bia  did  not  explain  all  methodological 
changes  resulting  from  contract  modifications  and  issue  papers. 

Bl\  modified  the  reconciliation  contract  29  times  and  approved 
approximately  140  issue  papers — including  about  90^  which  addressed 
changes  in  tribal  reconciliation  scope  and  procedures.  For  example,  issue 
papers  determined  that  certain  adjustments  relating  to  transfers  would  be 
reflected  as  of  their  general  ledger  posting  date  rather  than  the  date  that 
the  original  transaction  occurred.  Using  the  general  ledger  posting  date 
instead  of  the  transaction  date  could  impact  tribal  interest  calculations. 
Other  issue  papers  determined  that  certain  procedures  could  not  be 
performed  for  specific  tribes  due  to  missing  records. 

We  suggested  that  substantial  changes  in  the  scope  or  procedures  as  a 
result  of  contract  modifications  and  issue  papers  be  explained  in  the 
report  package  transmitted  to  the  tribes,  bia  considered  providing  issue 
papers  to  tribes  on  compact  disk.  However,  the  Reconciliation  Project 
Manager  told  us  that  due  to  cost  considerations,  bia  decided  instead  that 
these  issue  papers  would  be  made  available  to  tribes  at  the  otfm  in 
Albuquerque,  New  Mexico,  or  that  tribes  could  request  copies  of  specific 
documents  by  mail. 

According  to  otfm  officials,  a  reconciliation  report  package  was  issued  to 
each  of  269  tribes  in  January  1996.  The  reports  included  summary  results 


^According  to  the  Reconciliation  Project  Manager,  the  firet  50  issue  papers  covered  the  reconciliation 
feasibility  assessment  period. 
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for  all  tribes  and  specific  results  on  each  tribe's  accounts.  In  addition,  on 
March  8,  1996,  otfm  issued  reports  to  112  tribes  on  their  portions  of 
multitribe  judgment  awards.  These  judgment  awards  resulted  from  claims 
against  the  federal  government  However,  otfm's  Reconciliation  Project 
Manager  told  us  that  otfm  may  not  be  able  to  issue  reports  to  all  of  the 
tribes  involved  in  multitribe  awards  because  some  are  no  longer  federally 
recognized  as  tribal  entities,  and  bia  may  not  be  able  to  locate  the  tribes  or 
their  descendants. 


Certification  of 
Reconciliation  Results 


The  fiscal  year  1990  Expropriations  act  required  a  separate,  independent 
certification  that  the  accounts  had  been  reconciled  and  audited  to  the 
earliest  possible  date  and  that  the  results  were  the  most  complete 
reconciliation  possible.  The  certification  requirement  was  imposed  to 
obtain  independent  assurance  of  the  accuracy  and  reliability  of  the 
reconciled  balances.  After  the  certification  contract  was  awarded  in 
September  1993,  congressional  committees  and  several  tribes  expressed 
concern  about  the  objective  of  bia's  certification  contract  because  bia 
limited  the  scope  of  the  certification  contract  to  ensure  only  that  the 
reconciliation  effort  was  performed  in  accordance  with  the  reconciliation 
contract.  During  the  summer  of  1995,  Interior,  otfm,  omb,  and  the 
reconciliation  and  certification  contractors'  staff  worked  on  modifying  the 
certification  contract  to  attempt  to  more  fully  explain  each  of  the 
reconciliation  procedures  that  the  certification  contractor  was  to  verify. 


To  meet  the  act's  certification  requirement,  we  suggested  that  the 
certification  contract  focus  on  the  extent  to  which  the  reconciliation 
procedures  resulted  in  as  complete  an  accounting  as  possible.  Interior  and 
OTFM  officials  told  us  that  they  believed  that  the  reconciUation  procedures, 
as  designed,  provided  reasonable  assurance  that  the  account  balances 
were  accurate  and  that  contractor  certification  on  this  point  was  not 
needed.  Therefore,  the  certification  contract  focused  on  verifying  that  the 
reconciliation  procedures  specified  in  the  reconcUiation  contract  had  been 
performed  and  no  independent  assessment  of  completeness  was  required. 

In  October  1995,  the  certification  contractor  estimated  that  it  would 
require  an  additional  6  months  and  $1.2  million  to  complete  the 
certification  work.  According  to  otfm's  Reconcilisition  Project  Manager, 
only  $600,000  was  available  to  cover  the  additional  work  and  it  was  not 
clear  that  the  work  could  be  completed  in  6  months.  As  a  result.  Interior 
and  bia  decided  to  terminate  the  certification  effort  as  of  November  30, 
1995,  and  to  obtain  a  status  report  from  the  contractor. 
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Because  the  contract  was  terminated,  bia's  certification  contractor  did  not 
complete  its  verification  that  the  procedures  in  the  reconciliation  contract 
and  related  issue  papers  were  performed.  The  certification  contractor 
issued  a  status  letter  on  November  30,  1995,  which  communicated  the 
certification  contract  scope,  methodologies,  and  preUminary  results  of  30 
segments  of  the  reconciliation  work,  including  specific  transaction  testing, 
investment  analyses,  systems  reconciliations,  and  pilot  tribe  reconcihation 
work.  The  status  letter  identified  the  following: 

16  segments  where  errors  or  inconsistencies  were  reported  to  otfm, 
including  8  segments  with  numerous  errors  and  incor\sistencies  and  3 
segments  with  methodological  concerns; 

12  segments  where  work  was  not  performed  by  the  certification 
contractor,  or  information  was  insufficient  to  provide  results;  and 
2  segments  where  no  errors  were  identified. 

OTFM's  Reconciliation  Project  Manager  told  us  that  the  reconciliation 
contractor  had  addressed  all  of  the  issues  and  questions  raised  by  the 
certification  contractor  as  of  November  30,  1995,  and  that  bia  was 
following  up  to  obtain  clarification  on  whether  the  certification  contractor 
had  commimicated  all  findings  to  bia.  Because  the  certification  work  was 
performed  whUe  the  reconciliation  was  in  process  and  the  certification 
procedures  were  not  completed,  the  usefulness  of  the  status  letter  is 
limited. 


TVihiJll  Pnnppm<5  ^"  February  1996,  otfm  and  reconciliation  contractor  officials  conducted  a 

2-day  meeting  with  tribes  in  Albuquerque,  New  Mexico,  to  discuss  the 
reconciliation  reports  and  results,  bia  had  invited  all  269  tribes  that  had 
received  reconciliation  reports,  and  representatives  of  79  of  these  tribes 
attended  the  national  meeting.  At  the  meeting,  otfm  and  reconciliation 
contractor  officials  summarized  the  reconciliation  results  and  answered 
tribes'  questions.  Tribes  raised  questions  about  the  (1)  adequacy  of  the 
objectives  and  the  scope  of  the  reconcUiation  project,  (2)  effect  of  missing 
documents  on  the  accuracy  of  the  reconciled  account  balances,  and 
(3)  thoroughness  of  procedures  used  for  testing  the  accuracy  of  recorded 
investment  interest  income. 

Also,  tribal  representatives  said  they  were  concerned  that  the 
reconciliation  procedures  did  not  provide  the  same  level  of  assurance  as 
an  audit,  that  bia  rather  than  the  reconcUiation  contractor  had  performed 
some  portions  of  the  reconciliation,  and  that  the  number  of  missing 
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records  further  liinited  the  assurance  provided  by  the  reconciliation 
results.  In  addition,  tribal  representatives  said  that  the  investment  analyses 
did  not  reflect  uninvested  funds  associated  with  deposit  lag  times.  They 
were  concerned  that  unearned  interest  associated  with  deposit  lag  times 
between  bia's  receipt  of  funds  and  its  deposit  of  the  funds  in  a 
Treasury-designated  federal  depository  bank  could  be  significant 

The  Reconciliation  Project  Manager  explained  that  while  an  audit  could 
not  be  performed  due  to  the  number  of  missing  records,  the  reconciliation 
contractor  performed  agreed-upon  procedures  to  attempt  to  verify 
account  balances.  He  said  that  the  results  of  the  procedures  performed 
were  presented  in  the  auditor's  agreed-upon  procedures  report  to  each 
tribe,  which  was  prepared  in  accordance  with  American  Institute  of 
Certified  Public  Accountants  standards,  otfm's  Director  said  that  otfm  will 
consider  having  an  independent  review  of  the  reconciliation  work  that  bia 
performed.^ 

The  Reconciliation  Project  Manager  explained  that  the  investment  analysis 
was  a  review  of  actual  investment  earnings  and,  therefore,  it  did  not 
consider  the  effect  of  undeposited  receipts  or  whether  the  funds  earned 
maximum  interest  for  secured  investments.  He  also  explained  that  for  the 
pro  forma  analysis,  interest  was  calculated  at  the  Benchmark  rate  for 
"uninvested  funds"  in  bias  cash  pool  that  earned  interest  at  the  Treasury 
overnight  rate  and  comparisons  were  presented  in  the  tribes'  reports  for 
information  purposes. 

The  Reconciliation  Project  Manager  also  said  that  while  many  actual 
collection  dates  to  identify  the  extent  of  the  deposit  lag  times  were  not 
known,  tribes  could  estimate  interest  amounts  for  the  deposit  lag  times  by 
using  the  information  provided  in  their  reconciliation  reports.  In  October 
and  November  1990,  during  discussions  between  itma  and  bia  on  the 
reconciliation  procedures  to  be  performed,  itma  requested  ttuit  the 
reconciliation  contract  identify  deposit  lag  times  because  it  believed  that 
related  unearned  interest  could  be  significant  bia  agreed  to  identify  the  lag 
times  as  a  reconciliation  procedure;  however,  bia  did  not  agree  to  propose 
adjustments  to  pay  the  lost  interest  Because  the  law  requires  the 
Secretary  of  the  Interior  to  invest  and  pay  interest  on  tribal  funds,  itma 
stated  that  if  bia  did  not  propose  interest  adjustments  related  to  the 
deposit  lag  times,  this  information  should  be  available  for  settlement 
negotiations.  According  to  the  Reconciliation  P*roject  Manager,  the  deposit 


'In  comments  on  a  draft  of  our  report.  BIA 'a  ReconcUialion  Project  Manager  stated  that  OTFM  will 
consider  having  the  tribes  or  their  representatives  review  the  results  of  BIA's  reconciliations 
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lag  times  provided  in  the  reconciliation  reports  can  be  used  by  tribes  in 
any  settlement  discussions  with  the  government. 

Tribes  stated  that  they  would  need  significant  time  to  review  their 
reconciliation  reports  and  the  supporting  documents,  otfm's 
Reconciliation  Project  Manager  said  that  tribes  could  meet  bia's  April  19, 
1996,  time  frame  for  submitting  acknowledgement  forms  to  bia  on  their 
response  to  the  reconciliation  results  by  indicating  on  that  form  their  need 
for  more  time  to  review  their  reports.  According  to  the  ReconciUation 
Project  Manager,  bia  had  anticipated  that  tribes  may  need  more  time  to 
review  their  reconciliation  reports.  As  a  result,  bia's  acknowledgement 
forms  ask  tribes  to  indicate  (1)  the  need  for  additional  time  to  review  the 
reported  results  and  Eiccount  statements,  (2)  the  account  balances  they 
accept  as  reconciled,  and  (3)  the  account  balances  they  dispute. 

According  to  the  Reconciliation  Project  Manager,  otfm  had  received 
acknowledgement  forms  as  of  April  16,  1996,  from  21  of  the  269  tribes  that 
had  received  a  report  on  their  reconciliation  results.  Of  these 
acknowledgements,  12  tribes  indicated  that  they  needed  more  time,  8 
tribes  requested  individual  meetings,  and  1  tribe  accepted  the  account 
balances  as  reconciled.  The  Reconciliation  Project  Manager  told  us  that  if 
a  tribe  accepts  the  reconciled  account  balances  as  correct  before  it 
attends  a  regional  meeting,  otfm  will  follow  up  to  ensure  that  the  tribe's 
response  reflected  a  clear  understanding  of  the  reconciliation  reports  and 
results.  Appendix  II  contains  additional  information  on  tribal  concerns  and 
otfm's  responses. 


OTFM  Follow-up  With 
Tribes 


OTFM  plarmed  five  regional  meetings'  between  March  1996  and  July  1996  to 
serve  as  workshops  to  assist  individual  tribes  in  reviewing  their 
reconciliation  results.  The  Reconcihation  Project  Manager  encouraged 
tribal  representatives  to  carefully  review  their  reconciliation  reports, 
account  statements,  and  the  supporting  documents  for  the  basic 
reconciliation  that  bia  provided  to  the  tribes  on  compact  disks.  He  also 
urged  the  tribes  to  send  their  accountants  to  the  regional  meetings  where 
each  tribe's  representatives  will  be  allotted  time  to  meet  with  the 
reconciliation  contractor  and  to  ask  specific  questions  about  their  tribe's 
trust  accounts.  The  regional  meetings  are  to  serve  as  workshops  to  assist 
tribes  in  understanding  their  reconciliation  results. 


^Since  the  completion  of  our  audit  work.  OTFM  has  held  t 
March  19-22  in  Sacramento,  California,  and  on  April  9-12,  i 


'o  of  the  five  planned  meetings — on 
I  Portland.  Oregon. 
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According  to  the  Reconciliation  Project  Manager,  otfm  wiU  not  be  able  to 
complete  planned  regional  meetings  with  tribes  on  the  reconciliation 
results  until  July  20,  1996.  As  a  result,  the  Secretary  of  the  Interior  plans  to 
meet  the  May  31,  1996,  reconciliation  reporting  requirement  in  the 
American  Indian  TYust  Fund  Management  Reform  Act  by  providing  an 
interim  report  to  the  House  and  Senate  Conunittees  by  that  date  and  a 
final  report  after  the  regional  meetings  are  completed. 


Previous  GAO 
Findings 


Our  past  testimonies  and  reports  anticipated  that  when  the  reconciliation 
was  completed,  there  might  not  be  agreement  on  reconciled  account 
balances.  Our  April  and  May  1991  testimonies'  stated  that  it  would  be 
difficult  to  locate  records  to  support  the  reconciliation  effort  and  that 
following  the  reconciliation,  some  or  all  accounts  might  need  to  be  settled. 
Our  June  1992  report'"  recommended  that  bia  develop  a  proposal  for 
reaching  a  satisfactory  resolution  of  the  trust  account  balances  with 
account  holders.  Our  report  also  stated  that  the  bia  reconciliation 
contractor's  latest  cost  estimate  at  that  time  for  reconciling  individual 
Indian  accounts  ranged  fi-om  $180  miUion  to  $281  million  and  that  because 
many  accounts  are  not  reconcilable,  alternative  approaches  to  reach 
agreement  on  account  balances  would  be  necessary.  In  March  1995,  we 
testified"  that  further  tribal  reconciliation  work  would  not  provide 
reasonable  assurance  that  the  account  balances  are  accurate  and  that  the 
time  had  come  for  the  Congress  to  consider  legislating  a  settlement 
process  that  could  include  both  tribal  and  individual  Indian  accounts. 


Following  our  March  1995  testimony,  your  Committee  and  the  House 
Committee  on  Resources,  Subcommittee  on  Native  American  and  Insular 
Affairs,  asked  us  to  prepare,  for  discussion  purposes,  draft  legislation  to 
establish  a  setUement  process.  We  issued  this  draft  legislation  in 
September  1995.'^  Reports  and  testimoiues  related  to  our  work  are  listed 
at  the  end  of  this  report 


'Bureau  of  Indian  Aflaira'  Efforts  to  Reconcile  and  Audit  the  Indian  Tnist  Funds  (GAOA'-AFMD-91-2, 
April  1 1.  1991)  and  Bureau  of  Indian  Affairs'  Efforts  to  Reconcile,  Audit,  and  Manage  the  Indian  Trust 
Funds  (GAO/r-AFMD-91-6.  May  20,  1991), 

'"Financial  Management:  BIA  Has  Made  Limited  Progress  in  Reconciling  Trust  Accounts  and 
Developing  a  Strategic  Plan  (GAO/AFMD-92-38,  June  18,  1992) 

"Financial  Management:  Indjan  Trust  Fund  Accounts  Caimot  Be  Fully  Reconciled 
(GAO/r.AIMD-95-94,  March  8,  1995) 

"Indian  Trust  Fund  Settlement  Ugislation  (GAO/AIMD/OGC-96-237R,  Septemtier  29.  1996) 
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Conclusions 


Although  OTFM  made  a  massive  attempt  to  reconcile  tribal  accounts, 
missing  records  and  systems  limitations  made  a  full  reconciliation 
impossible.  Because  BlA  does  not  know  the  universe  of  transactions  or 
leases,  it  does  not  know  the  total  amount  of  receipts  and  disbursements 
that  should  have  been  recorded.  Tribes  have  raised  a  number  of  concerns 
about  the  adequacy  and  reliability  of  the  reconciliation  results.  If  foUow-up 
meetings  with  tribes  do  not  resolve  these  concerns,  the  settlement  process 
which  we  have  previously  recommended  could  be  used  as  a  framework  for 
resolving  disagreements  on  account  balances. 


In  addition,  due  to  cost  considerations  and  the  potential  lack  of  supporting 
documentation,  reconciliations  for  individual  Indian  accounts  were  not 
performed,  and  no  alternative  procedures  were  developed  to  verify  these 
account  balances.  Since  any  attempt  to  reconcile  these  accounts  would  be 
costly  and  the  results  would  be  limited,  these  accounts  could  be  included 
in  the  settlement  process. 


Agency  Comments 
and  Our  Evaluation 


The  Interior  Department's  comments  consisted  primarily  of  numerous 
technical  clarifications,  which  we  incorporated  where  appropriate.  The 
comments  neither  agreed  nor  disagreed  with  our  overall  message  and 
conclusion  that  the  accounts  could  not  be  fully  reconciled  and  that  a 
settlement  process  could  provide  a  useful  framework  for  resolving 
disagreements  about  account  balances.  However,  bia  disagreed  with  our 
position  that  limitations  in  reconciliation  scope  and  methodologies  needed 
to  be  disclosed  to  provide  useful  information  on  the  completeness  of  the 
reconciliation  results. 


The  reconciliation  requirement  as  legislated  by  the  Congress  was  to 
reconcile  the  accounts  to  the  earhest  possible  date  and  ensure,  through 
independent  certification,  that  the  reconciliation  was  as  complete  as 
possible.  Further,  the  Congress,  in  the  American  Indian  Trust  Fund 
Management  Reform  Act,  required  bia's  report  to  include  a  description  of 
the  reconciliation  methodology  and  the  account  holder's  conclusion  as  to 
whether  the  reconciliation  represents  as  full  and  complete  an  accounting 
of  its  fvmds  as  possible.  Therefore,  in  order  for  the  tribes  and  the  Congress 
to  understand  the  reconciliation  results  and  determine  whether  the 
reconciliation  represents  as  fuU  and  complete  an  accounting  as  possible,  it 
was  important  that  bia  explain  the  limitations  in  reconciliation  scope  and 
procedures,  including  procedures  that  were  not  performed  or  were  not 
completed. 
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Our  report  addresses  several  areas  where  our  work  identified  significant 
reconciliation  limitations  and  changes  in  procedures  and  methodologies 
that  we  believe  should  have  been  disclosed  by  bla.  These  areas  include  the 
lack  of  a  known  universe  of  transactions  and  leases,  the  use  of  issue 
pa^)ers  to  j^jprove  changes  in  reconciliation  scope  and  procedures  due  to 
unforeseen  circumstances,  and  reconciliation  procedures  that  could  not 
be  completed  or  were  not  performed.  This  additional  information  provides 
an  important  context  for  understanding  the  reconciliation  results. 


We  are  sending  copies  of  this  letter  to  the  House  Committee  on  Resources; 
the  Secretary  of  the  Interior,  the  Special  Trustee  for  American  Indians;  the 
Assistant  Secretary,  Indian  Affairs;  the  Director  of  the  Office  of 
Management  and  Budget;  and  other  interested  parties. 

Please  contact  me  at  (202)  512-9508  if  you  or  your  staff  have  any  questions 
concerning  this  report.  Appendix  ni  lists  m^or  contributors  to  this  report. 


/^^^^--^     /^.       ^:^^t^C^^ 


Linda  M.  Calbom 
Director,  Civil  Audits 
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Appendix  I 


Reconciliation  Procedures  and  Results 


The  reconciliation  effort  was  to  cover  reconstruction  of  trust  fund  account 
activity,  to  the  extent  that  records  were  available,  using  eight  m^or 
reconciliation  procedures.  Due  to  missing  records,  the  lack  of  an  audit 
trail  in  bla's  systems,  and  cost  and  time  constraints,  not  all  reconciliation 
procedures  could  be  completed  and  some  procedures  were  not  performed. 
bla's  reconciliation  contractor  performed  reconciliation  procedures  for 
fiscal  years  1973  through  1992.  To  meet  the  requirement  in  the  American 
Indian  Trust  Fund  Management  Reform  Act  of  1994  that  the  reconciliation 
reports  include  the  results  of  reconcihations  through  September  30,  1995, 
the  reconcihation  report  packages  provided  to  the  tribes  include  the 
results  of  reconciliations  performed  by  bia  for  fiscal  years  1993  through 
1995.  The  report  packages  also  include  the  results  of  reconcihations  that 
bia  performed  between  the  investment  system  and  the  Finance  System 
(general  ledger)  for  26  tribes.  The  following  summary  addresses  the 
reconciliation  procedures  that  were  performed  by  the  contractor  and 
those  that  could  not  be  performed  or  were  not  completed. 


Reconciliation 

Procedures 

Performed 


The  six  m^or  reconciliation  procedures  that  were  performed  covered 
(1)  transactions,  (2)  investment  yields,  (3)  deposit  lag  times,  (4)  selected 
systems,  (5)  special  procedures  for  five  tribes,  and  (6)  lease  receipts. 


Basic  Transaction 
Reconciliations 


This  segment  of  the  reconciliation  included  tracing  251,432  in  total 
recorded  noninvestment  receipt  and  disbursement  transactions'  from  the 
general  ledger  to  source  documents,  such  as  deposit  tickets,  disbursement 
vouchers,  and  journal  vouchers,  otfm's  reconciliation  contractor  reported 
that  $15.3  billion,  or  86  percent,  of  the  total  $17.7  bilhon  in  noninvestment 
transactions  for  fiscal  years  1973  through  1992  had  been  verified. 
According  to  otfm's  Reconcihation  Project  Manager,  noninvestment 
transactions  for  83  tribes  were  fully  reconciled  under  this  procedure  and, 
for  the  transactions  reconciled,  bia  identified  a  probable  error  rate  of  only 
.01  percent  Where  errors  were  identified,  acljustments  were  proposed. 


Due  to  missing  records,  32,901  of  the  noninvestment  transactions  totahng 
$2.4  billion  (gross)  could  not  be  reconciled.  According  to  Interior  and  otf^ 
documents,  the  $2.4  billion  included  the  following  transactions  which 
could  not  be  traced  to  supporting  documentation; 


'These  trarsactions  included  receipts  and  disbursements  from  judgment  awards  ard  income  from 
land-use  agreemenLs  collected  by  various  BIA  offices,  including  grazing,  Umber,  fishing,  and  nghts  of 
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$1.1  billion  in  receipts  credited  to  tribal  accounts  that  earned  interest^ 
$.8  billion  in  tribal  drawdowns  (disbursements)  of  their  account  balances, 
refunds,  and  canceled  checks;  and 
$.5  bilhon  in  internal  transfers  between  the  same  tribe's  accounts. 

In  addition,  bia  was  not  able  to  determine  the  total  amount  of  receipts  and 
disbursements  that  should  have  been  recorded.  Therefore,  the 
reconcihation  project  focused  on  transactions  that  were  posted  to  bia's 
general  ledger  for  tribal  accounts  and  no  reconcilicition  procedure  was 
performed  to  address  the  completeness  of  the  accounting  records. 
Further,  the  reconciliation  report  states  that  bia,  based  on  its  institutional 
knowledge,  did  not  accept  all  adjustments  proposed  by  the  reconciliation 
contractor. 

bia's  contractor  also  reconciled  $21.3  billion,  or  16  percent,  of  the  recorded 
investment  transactions  as  part  of  the  basic  reconciliation  process. 
According  to  bia's  Reconcihjition  Project  Manager,  in  order  to  achieve 
efficiencies,  bia  decided  to  terminate  the  detailed  transaction 
reconciliations.  Instead,  bia  asked  its  reconciliation  contractor  to  verify 
investment  transactions  by  performing  procedures  to  review  investment 
yields  rather  than  testing  individual  transactions,  bia's  contractor  also 
identified  deposit  lag  times  for  bia  collections  and  reconciled  investment 
systems  balances. 


Investment  Yield  Analyses         This  segment  of  the  reconciliation  included  an  investment  yield  analysis  to 
compare  tribes'  interest  earnings  to  the  bia  benchmark  rate,  which  was  the 
aruiual  average  yield  for  all  tribal  funds  invested.  Any  account's  annual 
yield  that  was  at  least  2  percentage  points  below  or  5  percentage  points  or 
more  above  the  annual  benchmark  was  investigated  for  errors,  bia's 
contractor  also  recalculated  interest  earnings  on  tribal  investments  in 
overnight  Treasury  deposits  and  compared  interest  received  by  tribes  to 
the  appUcable  Treasury  rate.  As  a  result  of  research  on  variations  from  the 
benchmark  parameters  and  the  historical  Treasury  interest  rates, 
adjustments  were  proposed. 

In  addition  to  the  yield  analysis  and  Treasury  interest  analysis,  bia's 
contractor  performed  a  pro  forma  analysis  to  estimate  what  might  have 
been  earned  had  "uninvested  funds"  (funds  in  bia's  cash  pool  that  earned 
interest  at  the  Treasury  overnight  rate)  yielded  returns  comparable  to  the 
benchmark  rates.  The  results  of  this  procedure  were  provided  for 
informational  purposes  and  no  adjustments  were  proposed. 
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Deposit  Lag  Times 


Deposit  lag  times  represent  the  number  of  days  from  the  date  funds  were 
received  by  bia  to  the  date  that  the  funds  were  deposited  in  a 
Treasury-designated  federal  depository  bank.  Because  the  date  that  the 
collections  were  received  by  bia's  various  offices  was  not  always  clearly 
documented  on  the  receipt  documents,  bia  established  a  hierarchy  for 
determirung  surrogate  collection  dates.  For  example,  if  the  receipt  date 
did  not  appear  on  the  collection  voucher,  the  established  hierarchy  of 
surrogate  dates  was  as  follows — ^the  most  recent  date  on  the  collection 
voucher  subsequent  to  the  date  on  the  payment  check  received,  the 
stamped  date  that  the  voucher  was  processed,  the  date  that  the  voucher 
was  prepared,  and  the  date  that  the  voucher  was  approved. 


The  reconciliation  report  showed  that  transactions  analyzed  for  lag  times 
for  the  20  years  covered  by  the  reconcUiation  totaled  about  $3.2  billion. 
These  funds  were  deposited  between  the  established  collection  date  and 
30  days  or  more  following  the  established  collection  date.  The  lag  time 
information  was  provided  for  information  purposes.  No  interest 
calculations  were  reported  and  no  adjustments  were  proposed  for  interest 
lost  as  a  result  of  deposit  lag  times.  As  stated  earlier,  itma  requested  that 
BIA  present  this  information  in  the  reconciliation  reports. 


Systems  Reconciliations 


The  systems  reconciliation^  was  to  include  reconciling  (1)  information  in 
bia's  trust  fund  investment  system  to  its  general  ledger  in  bia's  Finance 
System,  (2)  bia's  tribal  general  ledger  in  the  Finance  System  to  U.S. 
Treasury  records,  and  (3)  bia's  Integrated  Records  Management  System 
(iRMs)  to  Finance  System.  The  irms  to  Finance  System  reconciliation  was 
not  performed  and  is  discussed  in  the  next  section  of  this  appendix. 


The  investment  system  to  Finance  System  reconciliation  covered 
investment  balances  as  of  September  30,  1992.  bia  performed  the 
reconciliations  for  26  tribes  and  proposed  adjustments  totaling  nearly 
$1.9  million,  bia's  contractor's  reconciliation  report  disclosed  the 
procedures  that  bia  had  performed. 

To  support  the  reconciliation  of  its  tribal  general  ledger  transactions  in 
bia's  Finance  System  to  Treasury  reported  transactions,  otfm  provided 
available  tribal  Treasury  reports  (SF-224,  Statement  of  Transactions 


^During  the  20-year  reconciliation  period,  BIA  used  three  major  automated  systems  for  trust  fund 
accounting  They  are  (I)  the  Rnance  System,  which  was  used  to  perform  both  tribal  and  general 
ledger  trust  fund  accounting,  (2)  an  investment  system,  which  generated  surrunaries  of  investment 
securities  held  on  behalf  of  each  tribe,  and  (.3)  the  Integrated  Resources  Management  System  (IRMS), 
which  provided  subsidiary  accounting  for  UM  z 
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Reports)  for  fiscal  years  1990  through  1992  to  the  reconciliation 
contractor  bla's  contractor  completed  the  fiscal  year  1992  reconcihation 
and  included  the  results  in  bia's  January  1996  report  package  to  tribes. 
However,  niA's  reconciliation  contractor  was  not  able  to  complete  the 
fiscal  years  1990  and  1991  Finance  System  reconciliations  in  time  to 
include  them  in  the  January  1996  report  package  due  to  differences  in  the 
way  that  bla  and  Treasury  summarize  the  tribal  trust  account  activity, 
which  made  the  reconcihation  between  their  systems  difficult.  For 
example,  bia's  SF-224,  Statement  of  Transactions  Report  to  Treasury,  did 
not  provide  sufficient  detail  to  distinguish  tribal  accounts  from  other  fund 
accounts.  As  a  result,  tremendous  effort  was  needed  to  reconstruct  tribal 
account  transactions  from  the  source  documents  for  fiscal  years  prior  to 
1992.  According  to  bia's  Reconcihation  Project  Manager,  a  supplemental 
report  on  the  fiscal  years  1990  and  1991  Finance  System  reconcihations  is 
bemg  finalized  for  distribution  to  each  tribe,  bla's  contiactor  proposed 
adjustments  to  bla's  genercd  ledger  and  also  proposed  reporting 
corrections  to  Treasury  for  variances  where  supporting  documentation 
was  available.  No  adjustments  were  proposed  where  supporting 
documentation  could  not  be  located. 


The  Special  Procedures 
Review  for  Five  Tribes 


This  effort  was  designed  to  perform  agreed-upon  procedures  on  an 
accelerated,  pilot  basis  to  identify  potential  problem  areas.  Five  tribes' 
agreed  to  participate  in  the  special  procedures  review.  The  purpose  of  this 
work  was  to  determine  the  workabiUty  of  the  procedures;  however,  as 
specified  in  the  reconcihation  contract,  this  work  was  to  be  performed 
simultaneously  with  other  reconcihation  work,  bla  prepared  a 
Memorandum  of  Understanding  (Mou)  for  each  tribe  to  cover  both 
standard  and  special  procedures.  Our  review  of  the  approved  MOUs  for 
each  of  the  five  tribes  showed  that  their  special  procedures  generally 
covered  timeliness  of  payments  and  deposits,  internal  control  reviews,  and 
special  deposit  accounts.  The  mods  also  covered  specific  areas  of  concern 
to  each  tribe,  such  as  a  detailed  analysis  of  certain  accounts.  We  did  not 
review  the  reconcihation  reports  provided  to  these  tribes. 


Fill-the-Gap  Procedures  for 
Leases 


These  procedures  included  verifying  tribal  income  by  tracing  general 
ledger  postings  to  the  original  source  documents,  including  leases,  sales 
agreements,  and  production  reports.  Receipts  tested  covered  oil,  gas,  and 


^The  five  tribes  agreeing  to  participate  in  the  pilot  procedures  were  tJie  ( !)  Assiniboine  and  Sioux 
Tribes  of  Fort  Perk,  Montana,  C2)  Confederated  SaJish-Kootenai  of  Flathead,  Montana, 
(3)  Confederated  Tnbes  of  the  Yakajna  Nation,  Washington,  (4)  Hopi  Tnbe  of  Arizona,  and  (5)  Three 
Affiliated  Tribes  of  Fort  Berthold,  North  Dakota. 
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coal  royalties;  tunber  sales;  other  siuface  leases,  such  as  business  leases; 
and  grazing,  hunting,  fishing,  and  rights  of  way.  Samples  tested  were 
generally  selected  based  on  the  availability  of  supporting  documentation. 

The  BW  reconciliation  contractor's  analysis  of  the  general  ledger 
information  showed  that  9  percent  of  the  leases  represented  95  percent  of 
recorded  lease  revenues.  Based  on  this  analysis,  the  contract  called  for  a 
review  of  all  leases  greater  than  $5,000  and  a  test  sample  of  100  additional 
leases  of  less  than  $5,000  on  a  cross  section  of  tribes.  The  reconciliation 
contractor  globally  identified  6,446  surface  leases  with  annual  collections 
of  over  $5,000.  However,  due  to  time  constraints  for  completing  the 
reconciliation,  1,399  leases  with  collections  greater  than  $25,000  were 
identified  for  testing,  of  which  otfm  located  755  lease  files.  Of  the  lease 
files  located,  692  leases  were  tested.  Because  of  missing  records,  a  number 
of  leases  and  sample  test  months  were  substituted  for  those  in  the  original 
sample,  bia's  reconciliation  contractor  reported  that  99  percent  of  the 
lease  receipts  tested  were  verified.  The  leases  tested  represent 
10.7  percent  of  the  leases  known  to  have  annual  collections  greater  than 
$5,000  and  about  one  half  of  the  leases  known  to  have  collections  greater 
than  $25,000. 

In  addition,  the  reconcihation  contractor  judgmentally  selected  and  tested 
227  sample  months  for  213  timber  sales  contracts  for  five  tribes'*  with 
significant  timber  receipts  and  oil  and  mineral  receipts  for  one  tribe.^  bia's 
reconciliation  contractor  reported  that  99.7  percent  of  the  timber  receipts 
tested  were  verified  and  93.9  percent  of  the  oil  and  mineral  receipts  tested 
were  verified.  Overall,  bia's  contractor  reported  that  98.7  percent  of  the 
lease  revenues  tested  were  reconciled. 


Reconciliation 
Procedures  Not 
Performed 


Not  all  reconciliation  procedures  that  were  specified  in  bia's  initial 
reconcihation  contract  could  be  performed  or  completed  due  to  missing 
records  and  time  and  cost  constraints  associated  with  the  need  to  locate 
and  trace  numerous  manual  records.  However,  bia's  transmittal  letter  to 
tribes  did  not  disclose  the  inability  to  complete  these  procedures. 
Reconciliation  procedures  that  could  not  be  performed  or  completed 
covered  (1)  reconcihng  the  irms  (subsidiary  system)  to  the  Finance  System 
(general  ledger)  and  reconciling  the  Finance  System  to  Treasury 


*The  five  tiibes  are  Hoopa  Valley  Tribe.  California,  Makah  Tribe,  Spokane  Business  Council,  ard 
Colville  Business  Council,  Washington;  and  Confederated  Tril>es  of  Warm  Springs,  Oregon. 

olleci^  by  BIA  was  the  Osage 
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transactions  for  fiscal  years  prior  to  1990,  (2)  verifying  balances  in  tribal 
IIM*  and  special  deposit  accounts,'  (3)  verifying  Minerals  Management 
Service  (mms)  royalty  collections,  and  (4)  reconciling  accounts  of 
individual  Indians. 


Subsidiary  Systems 
Reconciliations 


While  BiA  officials  told  us  that  the  irms  reconciliation  was  not  performed 
due  to  time  and  funding  limitations,  we  believe  that  even  without  those 
limitations,  the  lack  of  an  audit  trail  in  the  irms  system — including  the  lack 
of  distribution  tables  to  support  disbursements — would  have  prevented 
reconciliation  of  tribal  nm  and  special  deposit  accounts.  It  also  would  have 
prevented  or  severely  limited  irms  to  Finance  System  reconciliations.  In 
addition,  the  Finance  System  was  not  reconciled  to  Treasury  for  fiscal 
years  prior  to  1990. 


Reconciliations  of  Tribal 
IIM  and  Special  Deposit 
Accounts 


This  initiative  was  to  include  exploratory  work  on  the  reconciliation  of 
tribal  iiM  and  special  deposit  accounts  for  the  five  tribes  that  participated 
in  the  special  procedures  pilot  work.  Tribal  iim  accounts  maintained  in  the 
IRMS  system  were  to  be  reconciled  to  the  source  documents  and  tribal 
special  deposit  accounts  were  to  be  reconciled  from  the  source 
documents  that  moved  the  funds  to  the  tribes'  general  ledger  accounts. 
Due  to  missing  records  and  the  lack  of  an  audit  trail  through  the  irms 
system,  bia  determined  that  tribal  transactions  could  not  be  efficiently 
isolated  from  individual  Indian  transactions.  According  to  otfm's 
Reconciliation  Project  Manager,  the  special  deposit  account  work  for  each 
of  the  five  tribes  was  completed  and  the  results  were  included  in  their 
reconciliation  reports.  However,  special  deposit  account  reconcihations 
related  to  leases  were  not  performed  because  of  a  change  in  bia's  method 
for  selecting  leases,  which  excluded  leases  with  multiple  owners  for  which 
payments  could  not  be  identified  to  each  owner. 


Fill-the-Gap  Procedures  for 
MMS 


These  procedures  were  requested  by  itma  to  fill  the  gap  between  the 
posting  of  collection  transactions  and  the  leases  in  order  to  determine 
whether  mms  Indian  royalty  accounting  data  transferred  to  bia  were 
rehable.  The  initial  work  was  to  include  a  review  of  mms  procedures  and 
documents  in  order  to  evaluate  the  feasibUity  and  level  of  effort  needed  to 


"Tribal  IIM  accounts  are  maintained  in  the  IRMS  accounting  system.  Because  tribal  and  individual  UM 
funds  are  commingled  in  the  accounting  records,  tribal  funds  cannot  be  identified  or  distributed  until 
ownership  records  are  researched  for  all  leases- 
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perform  detailed  fill-the-gap  work  for  mms  receipts  and  to  recommend  test 
procedures.  Because  mms  retained  records  for  only  6  years,  records  for 
most  of  the  20-year  reconciliation  period  were  not  available.  As  a  result, 
BlA  asked  its  reconciliation  contractor  to  recommend  procedures  to  verify 
that  MMS  followed  its  royalty  collection  and  accounting  procedxires. 
However,  the  procedures  proposed  by  bia's  contractor  would  not  have 
traced  collections  from  the  leases  to  the  general  ledger.  The  verification  of 
mms'  procedures,  which  was  to  be  performed  in  fiscal  year  1996,  was  not 
performed  because  the  reconcUisition  project  was  brought  to  a  close  as  of 
September  30,  1995. 


IIM  Reconciliations  Our  June  1992  report*  stated  that  many  of  the  approximately  300,000  IIM 

accounts  were  not  reconcilable  due  to  missing  records  and  the  cost  of 
reconciling  a  large  number  of  accounts  with  small  balances,  bia's 
reconciliation  contractor  initially  estimated  a  cost  ranging  from 
$211  million  to  nearly  $400  million.  A  subsequent  scope  reduction 
decreased  the  estimate  to  between  $180  million  and  $281  million,  which 
was  about  one-half  of  the  reported  $440  million  balance  of  the  nM  accounts 
as  of  September  30,  1991.  bia's  reconciliation  contract  did  not  include  iim 
accounts. 


In  our  Jime  1992  report,  we  recommended  that  bia  consider  alternative 
approaches  to  reach  agreement  on  iim  account  balances,  such  as 
negotiating  agreements  with  account  holders.  In  1991,  bla  established  a 
work  group  to  develop  um  reconciliation  approaches  smd  alternatives.  In 
1995,  the  work  group  identified  a  number  of  reconciliation  and  pobcy 
questions  for  presentation  to  bia  and  Interior  management,  including 
statistical  sampling,  using  dollar  ceilings,  reconciling  for  time  periods 
where  records  are  available,  and  sending  account  statements  to  account 
holders  for  them  to  confirm  or  question  the  balances.  However,  as  of 
March  1,  1996,  no  decision  had  been  made  on  workable  iim  account 
reconciliation  alternatives. 


'Financial  Management;  BIA  Has  Made  Limited  Progress  in  Reconciling  Trust  Accounts  and 
Developing  a  Strategic  Plan  (GAO/AFMD-92-38.  June  18,  1992). 
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Appendix  11 

Tribal  Concerns 


At  bia's  February  1996,  National  Meeting  to  explain  reconciliation  reports 
and  results,  tribes  raised  a  number  of  concerns,  including  the  (1)  adequacy 
of  the  objectives  and  scope  of  the  reconciliation  project,  (2)  effect  of 
missing  documents  on  the  accuracy  of  the  reconciled  account  balances, 
and  (3)  thoroughness  of  procedures  used  for  testing  the  accuracy  of 
recorded  investment  interest  income.  The  following  discussion  liighlights 
the  tribes'  concerns  and  otfm's  responses. 


Project  Objectives  and  Tribal  concerns  about  the  reconciliation  project's  objectives  and  scope 

Scope  included  the  following: 

•  the  lack  of  an  audit  and  how  this  affected  the  reliability  of  the  reconciled 
account  balances, 

•  the  failure  to  include  fraud  as  a  reconciliation  objective, 

•  the  reliability  of  portions  of  the  reconciliations  that  bia  rather  than  the 
independent  contractor  had  performed  and  acljustments  that  bia  had 
proposed,  and 

•  the  fact  that  the  effort  seemed  to  consist  mainly  of  a  reconciliation  of  bia 
accounts  vrith  BlA-generated  documents. 

In  response  to  these  concerns,  otfm  and  reconciliation  contractor  officials 
explained  the  following: 

•  The  accounts  could  not  be  audited  due  to  missing  records  and,  as  a  result, 
the  reconciliation  consisted  of  agreed-upon  procedures  to  verify  account 
balances  to  the  extent  practicable. 

•  While  detection  of  fraud  was  not  a  reconciliation  objective,  no  instances  of 
fraud  were  identified  by  the  reconciliaition  contractor. 

•  BIA  had  reconciled  investment  system  data  for  several  years  before  the 
reconciliation  effort  began  and  that  bia  did  not  believe  that  it  was 
cost-effective  to  repeat  this  work. 

•  Because  the  American  Indian  Trust  Fund  Management  Reform  Act  of  1994 
required  that  bia  provide  tribes  with  reconciled  accounts  statements  as  of 
September  30,  1995,  the  statements  include  the  results  of  reconciliation 
procedures  performed  by  bia's  contractor  for  fiscal  years  1973  through 
1992,  and  the  results  of  otfm's  systems  reconciliations  for  fiscal  years  1993 
through  1995. 

•  OTFM  vnil  consider  having  an  independent  auditor  review  the  results  of  the 
procedures  performed  and  atljustments  proposed  by  bia.' 


I  draft  of  our  report.  BIA's  Reconcilis 
consider  having  the  tribes  or  their  representatives  revii 
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Tribal  authorizations  for  withdrawals  of  trust  funds  and  Treasiuy  receipt 
and  disbursement  documentation  were  reviewed  during  the  reconciliation 


Missing  Documents  Tribal  representatives  pointed  out  that  the  reconciliation  report  stated  thai 

missing  documents  had  prevented  the  reconciliation  of  almost  33,000 
general  ledger  transactions  totaling  $2.4  billion  (gross)  and  many  of  the 
leases  selected  for  testing.  They  raised  concerns  about  the  assurance 
provided  by  the  reported  results,  including  the  following: 

•  The  large  amount  of  uiu-econciled  transactions  may  have  impacted  the 
validity  of  the  reported  reconciliation  results. 

•  The  methodology  provided  no  assurance  that  all  transactions  were 
recorded  in  the  general  ledger. 

•  Because  bia  had  no  comprehensive  database  for  leases  and  no  accounts 
receivable  system,  it  had  no  way  of  determining  the  universe  of  leases  or 
the  amounts  of  lease  revenue  expected  to  be  collected  during  a  given 
period. 

•  The  small  judgmental  sample  of  leases  tested  may  not  be  representative  of 
the  universe  of  receipt  transactions. 

•  The  fill-the-gap  procedures,  which  attempted  to  trace  receipts  from  the 
general  ledger  to  the  leases  or  other  land-use  agreements,  were  not 
designed  to  find  leases  that  were  not  already  known  to  exist 

•  Proposed  acljustments  that  showed  amounts  owed  by  tribes  on  lease 
receipts  may  have  resulted  from  overpayments  by  companies  which  may 
have  been  corrected  in  subsequent  periods  that  were  not  reviewed  by  the 
reconciliation  contractor. 

otfm's  Reconciliation  Project  Manager  told  tribal  representatives  that 
despite  time  and  money  constraints,  the  government  had  made  a 
good-faith  effort  to  reconcile  the  tribal  accounts  and  that  bia  had  identified 
a  low  error  rate  for  the  transactions  that  could  be  reconciled.  The 
Reconciliation  Project  Manager  and  contractor  officials  explained  the 
following: 

•  BIA  does  not  know  the  universe  of  leases  and  the  general  ledger  was  the 
starting  point  for  both  the  basic  transaction  reconciliations  and  the  lease 
receipt  testings. 

•  In  some  instances,  the  reconciliation  contractor  was  able  to  verify  lease 
receipts  against  lease  documents  and  trace  them  to  the  general  ledger. 

•  Judgmentally  selected  sample  test  months  for  about  10  percent  of  the  total 
leases  originally  identified  for  testing  were  tested. 
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•  It  was  possible  that  for  lease  overpayments,  subsequent  adjustments  were 
made  that  were  not  reviewed  by  the  reconciliation  contractor. 

Investment  Analysis  Another  area  of  concern  to  tribes  was  the  investment  analysis.  This  task 

included  certain  analytical  procedures  and  interest  yield  analyses  for 
investment  in  Treasury  securities  and  other  investments.  Tribes  expressed 
the  following  concerns: 

•  Invested  funds  may  not  have  earned  maximum  interest. 

•  The  yield  analyses  would  not  reflect  unearned  interest  on  uninvested 
amounts  due  to  deposit  lag  times — the  time  that  elapsed  between  BIa's 
various  offices'  receipt  of  lease  revenues  and  the  time  the  funds  were 
invested. 

•  The  actual  lag  times  could  not  be  determined  due  to  nussing  records  and 
the  dates  used  in  the  lag  time  calculations  could  have  been  several  days 
after  the  actual  collection  date. 

•  The  30-day  category  included  lag  times  of  over  30  days. 

•  Unearned  interest  resulting  from  deposit  lag  times  could  be  significant 

otfm's  Reconciliation  Project  Manager  provided  the  following 
clarifications. 

•  BlA  invested  funds  in  government  securities  or  collateralized  accounts,  as 
required. 

•  The  yield  analysis  did  not  reflect  undeposited  amounts  due  to  lag  times. 

•  Priorities  were  established  for  determining  collection  dates. 

•  The  zero  lag  time  category  generally  represented  the  actual  collection 
dates. 

•  Although  the  30-day  category  included  lag  times  of  over  30  days,  tribes 
could,  for  the  most  part,  calculate  the  interest  related  to  lag  times  by  using 
the  information  in  their  reconciliation  reports. 
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Appendix  III 

Major  Contributors  to  This  Report 


Accounting  and  '^^^J^^SS^T 

Information  Caryn  a.  Catignam,  Auditor 

Management  Division, 
Washington,  D.C. 


Office  of  the  General  "^"""^  "•  A^^trong.  Assistant  General  Counsel 

Counsel 
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Related  GAO  Products 


Indian  Trust  Fund  Settlement  Legislation  (gao/aimd/ogc-95-237r, 
September  29,  1995). 

Financial  Management:  Indian  Trust  Fund  Accounts  Cannot  Be  Fully 
Reconciled  (gao^-aimd-95-94,  March  8,  1995).  ~ 

Financial  Management:  Native  American  Trust  Fund  Management  Reform 
Legislation  (GAO/r-AiMD-94-i74,  August  11,  1994). 

BlA  Reconciliation  Recommendations  (gao/aimd-94-138R,  June  10,  1994). 

Financial  Management:  Status  of  bia's  Efforts  to  Reconcile  Indian  Trust 
Fund  Accounts  and  Implement  Management  Improvements 
(gao/taimd-94-99,  April  12,  1994). 

Financial  Management:  bla's  Management  of  the  Indian  Trust  Funds 
(GAO/rAiMD-934,  September  27,  1993). 

Financial  Management:  Creiition  of  Bureau  of  Indian  Affairs'  Trust  Fund 
Special  Projects  Team  (gao/aimd-93-74,  September  21,  1993). 

Financial  Management:  Status  of  bia's  Efforts  to  Resolve  Long-Standing 
Trust  Fimd  Management  Problems  (GAOff-AFMD-93-8,  June  22, 1993). 

bia  Appropriation  Language  (on  Tolling  the  Statute  of  Limitations  on 
Certain  Indian  Claims)  (GAO/AFMD-9a«4R,  June  4,  1993). 

Financial  Management:  Status  of  bia's  Efforts  to  Resolve  Long-Standing 
Trust  Fund  Management  Problems  (GAO/r-AFMD.92-i6,  August  12,  1992). 

Indian  Issues:  gap's  Analysis  of  Land  Ownership  at  12  Reservations 

(GAO/T-RCED-92-75,  July  2,  1992).        ~~ 

Financial  Management:  Problems  Affecting  bia  Trust  Fund  Financial 
Management  (GAO/r-AFMD-92-l2,  July  2,  1992). 

Financial  Management:  bia  Has  Made  Limited  Progress  in  Reconciling 
Trust  Accounts  and  Developing  a  Strategic  Plan  (gao/afmd-92-38,  June  18, 
1992). 
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Related  GAO  Prodncu 


Financial  Management:  bia  Has  Made  Limited  Progress  in  Reconciling 
Indian  Trust  Fund  Accounts  and  Developing  a  Strategic  Plan 

(GAO/TAFMD-92-6,  April  2,  1992). 

Indian  Programs:  Profile  of  Land  Ownership  at  12  Reservations 
(GAO/RCED-92-96BR,  February  10,  1992). 

BlA  Reconciliation  Monitoring  (gao/afmd-92.36R,  January  13,  1992). 

Responses  to  Follow-up  Questions  Following  the  May  20,  1991  Oversight 
Hearing  on  bia's  Trust  Fund  Financial  Management  (B-243843.2,  June  5, 
1991). 

Bureau  of  Indian  Affairs'  Efforts  to  Reconcile,  Audit,  and  Manage  the 
Indian  Trust  Funds  (gao/t-afmd-9i*.  May  20,  1991). 

Bureau  of  Indian  Affairs'  Efforts  to  Reconcile  and  Audit  the  Indian  Thist 
Funds  (GAO/T-AFMD-91-2,  April  11,  1991). 
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United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Accounting  and  Information 
Management  Division 


B-272352 


June  24,  1996 

The  Honorable  John  McCain 
Chaiiroan,  Committee  on  Indian  Affairs 
United  States  Senate 

Dear  Mr.  Chairman: 

Enclosed  are  responses  to  the  questions  that  you  provided  subsequent  to  our 
testimony  during  your  June  11,  1996,  oversight  hearing  on  "Indian  Trust  Funds 
Management  by  the  Bureau  of  Indian  Affairs  and  Implementation  of  the  Indian 
Trust  Fund  Management  Act  of  1994." 

I  hope  that  this  information  is  helpful.  If  you  have  further  questions,  or  would 
like  to  discuss  any  of  the  issues  in  more  detail,  please  contact  me  at  (202)  512- 
9508  or  Gayle  Fischer,  Assistant  Director,  at  (202)  512-9577. 

Sincerely  yours, 

Linda  M.  Calbom 
Director,  Civil  Audits 

Enclosure 
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RESPONSES  TO  QUESTIONS  FROM  JUNE  IL  1996.  HEARING 


Question  1:   In  GAO's  review  of  the  final  reports  that  the  Bureau  of  Indian  Affairs  (BIA) 
provided  to  each  Indian  tribe,  have  you  found  them  to  be  accurate  and  reliable?  Do  they 
give  a  "fair  and  complete"  accounting  of  tribal  trust  funds  during  the  period  1972  to  1992? 

GAO  Response:    We  did  not  review  the  individual  report  packages  sent  to  each  of  the 
tribes.   We  did  review  BIA's  prototype  report  package.   Based  on  this  review,  we 
identified  a  number  of  reconciliation  procedures  called  for  by  the  original  contract  that 
either  were  not  performed  or  could  not  be  completed  as  originally  envisioned  which  could 
affect  the  reliability  of  the  account  statements.   In  addition,  we  found  that  the  prototype 
report  package  did  not  explain  or  describe  the  numerous  changes  in  reconciliation  scope 
and  methodologies  or  the  extent  to  which  the  reconciliation  provided  a  fair  and  complete 
accounting.   These  concerns  were  described  in  detail  in  our  May  1996  report  to  your 
Committee.'  Tribal  representatives  have  told  us  that  their  report  packages  generally 
contain  the  same  limited  information  that  was  contained  in  the  prototype  report  package. 

Question  2:  What  would  be  the  next  steps  to  take  in  order  to  implement  the  settlement 
process  proposed  by  GAO  to  resolve  damage  claims  arising  fi-om  BLA's  mismanagement  of 
tribal  trust  funds? 

GAO  Response:    The  mediation/arbitration  process  that  we  proposed  in  our 
September  29,  1995  report^  to  your  Committee  and  the  House  Committee  on  Resources 
requires  a  legislative  basis.   Our  report  included  draft  legislation  that  you  might  find 
useful  in  this  regard.  That  draft  would  have  amended  the  reconciliation  reporting 
requirement  of  the  American  Indian  Trust  Fimd  Management  Reform  Act  of  1994,  section 
304(3)  of  Public  Law  103-412,  to  require  that  account  holders  and  the  Special  Trustee  for 
American  Indians  initiate  certain  actions  in  connection  with  the  reconciliation  reports. 
Those  reports,  as  you  know,  were  issued  beginning  in  January  1996.   The  draft  legislation 
would  need  to  be  revised  to  reflect  that  fact,  as  well  as  to  accommodate  specific  concerns 
of  Committee  members.   We  would  be  happy  to  assist  your  staff  in  such  an  effort. 

Question  2  (A):    Your  May  3,  1996,  GAO  report  said  a  similar  settlement  process 
could  be  used  to  resolve  claims  involving  Individual  Indian  Money  (TIM)  accounts? 
Please  describe  how  this  might  work,  since  we  do  not  have  even  a  partial 
reconciliation  of  these  individual  accounts? 


'Financial  Management:   BIA's  Tribal  Trust  Fund  Account  Reconciliation  Results 
(GAO/AIMD-96-63,  May  3,  1996). 

%dian  Trust  Fund  Settlement  Legislation  (GAO/AIMD/OGC-95-237R,  September  29,  1995). 
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GAO  Response:     For  reasons  discussed  in  our  response  to  Question  5  below,  we 
do  not  advocate  initiating  a  reconciliation  process  for  IIM  accounts.   We  do  feel, 
however,  that  a  mediation/arbitration  process  structured  as  we  have  proposed  for 
tribal  accounts  could  be  used  to  resolve  disputes  between  the  government  and  IIM 
account  holders  over  the  correct  balances  of  nM  accounts.   The  absence  of  a 
reconciliation  and  reconciliation  reports  for  IIM  accounts  is  not  necessarily 
problematic.  Although  the  settlement  process  we  proposed  for  tribal  accounts  is 
designed  to  address  disputes  raised  by  account  holders  over  balances  as  reported 
in  the  reconciliation  reports,  the  proposal  could  easily  be  modified  to  recognize 
some  other  event  to  trigger  the  process  for  EM  account  disputes.   For  example,  as 
a  starting  point,  the  legislation  might  require  the  Office  of  Trust  Funds  Management 
(OTFM)  to  issue  account  statements  by  a  certain  date,  reflecting  balances  shown  in 
OTFM's  records  as  of  that  date,  and  to  offer  the  account  holders  an  opporturuty  to 
dispute  those  balances  through  the  same  mediation/arbitration  process  we  have 
proposed  for  tribal  accounts. 

Question  3:   What  are  the  most  significant  limitations  in  the  scope  and  methodology  of 
BLA's  reconciliation  effort? 

GAO  Response:    In  our  May  1996,  report,  we  describe  a  number  of  reconciliation 
procedures  caUed  for  by  the  original  contract  that  either  were  not  performed  or  could  not 
be  completed  as  originally  envisioned.   The  significance  of  these  scope  and  methodology 
limitations  to  the  reliability  of  tribes'  account  balances  would  vary  depending  upon  the 
makeup  of  each  tribe's  financial  transactions.   For  example,  the  contract  caUed  for  a 
review  of  aU  leases  with  annual  collections  greater  than  $5,000,  but  due  to  time 
constraints,  only  10.7  percent  of  those  leases  were  tested.  This  scope  limitation  could 
greatly  affect  the  reliability  of  the  account  balances  for  a  tribe  with  significant  lease 
revenues,  but  not  affect  the  reliability  for  a  tribe  with  no  lease  revenues.  One  mzgor 
limitation  that  would  affect  the  reliability  of  all  tribes'  account  balances  is  that  the  general 
ledger  was  the  starting  point  for  the  basic  transactions  reconciliation  and  the 
methodology  provided  no  assurance  that  all  transactions  had  been  recorded  in  the  general 
ledger. 

Question  3  (A):  I  note  from  your  statement  that  BIA  did  not  disclose  these 
limitations  in  the  written  materials  BIA  supplied  to  tribes.   Has  BIA  adequately 
disclosed  these  limitations  in  its  meetings  with  tribes? 


GAO  Response:   In  February  1996,  we  attended  a  2-day  meeting  in  Albuquerque, 
New  Mexico,  held  for  tribes  by  BIA  and  reconciliation  contractor  officials  to 
discuss  the  reconciliation  reports  and  results.  At  that  meeting,  BIA  and  contractor 
officials  explained  some  scope  limitations,  especially  in  response  to  questions  from 
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tribal  representatives.   We  have  not  attended  any  of  the  subsequent  regional 
meetings  held  by  BIA  to  serve  as  workshops  to  assist  individual  tribes  in  reviewing 
their  reconciliation  results.   InterTribal  Monitoring  Association  (ITMA) 
representatives  have  told  us  that  if  tribes  ask  the  right  questions  at  the  workshops, 
BIA  explains  or  discloses  linutations.   However,  they  told  us  that  all  tribes  may  not 
understand  the  report  packages  well  enough  to  ask  the  right  questions.  Also,  ITMA 
told  us  that  there  is  no  way  of  knowing  what  BIA  covers  in  the  private  meetings 
with  tribal  representatives,  except  to  ask  the  tribes.   Some  tribal  representatives 
told  us  that  they  are  still  reviewing  their  information  and  asking  questions  about 
the  coverage  of  their  accounts. 

Question  4:   What  assurances  were  lost  by  not  completing  the  independent  certification 
by  Coopers  &  Lybrand  of  the  reconciliation  results? 

GAP  Response:   The  fiscal  year  1990  appropriations  act  required  a  separate,  independent 
certification  that  the  accounts  had  been  reconciled  and  audited  to  the  earliest  possible 
date  and  that  the  results  were  the  most  complete  reconciliation  possible.  The 
certification  requirement  was  imposed  to  obtain  independent  assurance  of  the  accuracy 
and  reliability  of  the  reconciled  balances.  After  the  certification  contract  was  awarded  in 
September  1993,  BIA  limited  the  scope  of  the  certification  contract  to  ensure  only  that  the 
reconciliation  effort  was  performed  in  accordance  with  the  reconciliation  contract. 
Therefore,  the  certification  effort  as  designed  did  not  address  whether  the  reconciliation 
provided  as  complete  an  accounting  as  possible,  and  it  would  not,  in  our  view,  have 
provided  the  additional  assurance  originally  contemplated. 

Question  6:   What  would  be  required  for  the  Department  to  properly  audit,  reconcile,  and 
certify  the  Individual  Indian  Money  (IIM)  accounts? 

GAP  Response:   Based  on  our  work,  we  do  not  believe  that  records  exist  to  support  a  full 
audit  and  reconciliation  of  the  IIM  accounts.  Pur  May  3,  1996,  report  stated  that  due  to 
missing  records  and  the  lack  of  an  audit  trail  through  BIA's  Integrated  Records 
Management  System  (IRMS),  which  is  used  to  maintain  IIM  account  information,  tribal 
transactions  could  not  be  effectively  isolated  fi-om  individual  Indian  transactions.  As  a 
result,  BIA  was  not  able  to  complete  tribal  IIM  and  Special  Deposit  reconciliations.  This 
same  situation  would  impact  BIA's  ability  to  complete  individual  HM  account 
reconciliations.   In  addition,  we  reported  in  June  1992^  that  BIA's  IRMS  system  operates 
differentiy  at  six  locations,  and  that  subUe  changes  to  programs  and  coding  schemes  over 
time  have  made  the  information  at  these  locations  inconsistent.   We  further  reported  in 


''Financial  Management:  BL\  Has  Made  Limited  Progress  in  Reconciling  Trust  Accounts 
and  Developing  a  Strategic  Plan  (GAP/AFMD-92-38,  June  18,  1992). 
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our  June  1992  report  that  questions  exist  about  the  accuracy  of  land  and  mineral 
ownership  records  upon  which  income  distributions  are  based.  A  BIA  official  recently 
confirmed  to  us  that  those  conditions  continue  to  exist. 

Question  5  (Ay.  What  records  exist  which  might  be  used  in  court  by  either  the 
United  States  or  the  Indian  tribes  in  defending  or  in  prosecuting  claims  for  loss  to 
the  nM  accounts? 

GAP  Response:   Because  the  IIM  reconciliation  was  terminated,  neither  we  nor 
BIA  have  developed  a  complete  catalogue  of  what  IIM  records  exist.  As  we  noted 
in  our  testimony  before  your  Committee,  individual  Indian  trust  fund  accounts 
were  not  included  in  BIA's  recent  reconciliation  project  due  to  cost  considerations 
and  the  potential  for  missing  records.  And,  as  noted  above,  significant  questions 
have  been  raised  about  the  quality  and  reliability  of  some  of  BIA's  records. 
Individual  account  holders  themselves  may  have  records  that  they  would  use  to 
assert  their  claims.   Of  course,  any  record  offered  in  court  to  defend  or  prosecute  a 
claim  could  be  subject  to  challenge  for  relevance,  accuracy,  and  reliability. 


(913753) 
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InterTribal  Monitoring  Association  for  Indian  Trust  Funds 

320  W.  Willoughby  Ave.,  Suite  300;  Juneau,  Alaska  99801 
I.800.552.ITIV1A  or  Telefax  907.789.1630 


June  28. 1996 


Honorable  John  McCain,  Senator 
United  States  Senate 
Committee  on  Indian  Affairs 
Washington,  DC  20510-6450 


RE:       Response  to  Questions  Concerning  BIA  Management  of  Indian  Trust  Funds 

Dear  Senator  McCain, 

Thank  you  for  calling  an  oversight  hearing  of  the  committee  to  receive  input  on  Indian 
trust  funds  management  by  the  Bureau  of  Indian  Affairs  and  implementation  of  the  Indian  Trust 
Fund  Management  Reform  Act  of  1994. 

Below  are  responses  to  questions  you  posed  to  me  in  correspondence  dated  June  1 1 , 
1996.  I  greatly  appreciate  your  interest  in  this  matter,  as  do  all  Tribes  and  IIM  trust  fund  account 
holders. 

1 .  Are  you  satisfied  that  the  BIA  and  the  Special  Trustee  are  in  compliance  with  the 

1994  Reform  Act?  If  not,  what  specific  steps  should  both  the  BIA  and  the  Special 
Trustee  take  to  come  into  compliance? 

Some  improvements  have  occurred  during  the  past  couple  of  years.  Certainly,  the 
appointment  of  Paul  Homan  as  the  Special  Trustee  offers  expertise  and  thus  potential  for 
substantial  improvement,  not  before  present  within  the  BIA.  However,  obstacles  and  challenges 
within  the  Department  of  Interior  have,  and  I  am  convinced,  will  continue  to  stifle  and  delay 
meaningful  improvements.       ' 

Specific  steps  to  bring  management  systems  of  trust  accounts.  Tribal  and  IIM,  into 
compliance  with  the  1994  Trust  Fund  Reform  Act  include: 

A.  The  Special  Trustee  is  not  able  to  state  that  the  reconciliation  provides  a  full  and 
fair  accounting  to  the  account  holders. 

B.  The  Special  Trustee  is  not  able  to  implement  his  draft  strategic  plan  due  to  the 
lack  of  resources  from  the  department  and  Congress.  The  Special  Trustee  has  not 
even  had  the  resources  to  fully  develop  his  strategic  plan. 
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2.  How  much  annual  funding  do  you  think  is  needed  to  support  technical  assistance 
that  enables  Indian  Tribes  to  move  forward  with  plans  to  evaluate  and  administer 
their  own  trust  funds?  In  your  view,  has  the  Special  Trustee  requested  sufficient 
funds  for  this  purpose  for  fiscal  year  1997? 

Technical  assistance  funds  I  referenced  in  my  testimony  relates  to  assisting  Tribes  in 
obtaining  account  information  required  before  they  can  concur  or  object  to  their  account  balance 
and  make  informed  decisions  about  directly  administering  their  own  funds.  Our  experience 
shows  that  Tribes  have  the  professional  capacity  and  access  to  records  necessary  to  "fill-in  the 
blanks"  created  by  missing  documents,  and  the  9  contract  modifications  and  over  130  "issue 
papers'"  amending  the  Arthur  Anderson  and  Company  reconciliation  contract  with  the  BIA. 

To  accomplish  this,  $1,500,00  needs  to  be  available  to  Tribes  to  research  their  records 
and  attempt  to  come  up  with  the  answers  that  the  BIA  could  not  come  up  with.  This  funding 
level  should  support  20  to  30  Tribes  annually.  A  year's  experience  using  this  approach  will  tell 
us  how  successftil  it  is  and  adjustments  can  be  made  at  that  time.  Please  note  that  this  request  is 
about  1  /20th  of  the  amount  spent  by  Arthur  Anderson  and  Company,  and  further,  that  the 
condition  of  the  records  is  the  responsibility  of  the  trustee  not  the  beneficiaries  who  should  not 
then  suffer  further  losses  in  using  Tribal  fiinds  to  correct  the  trustee's  errors. 

Given  this  scenario,  the  Special  Trustee  has  not  requested  sufficient  fiinds  to  carry  out 
this  type  of  plan  to  get  us  closer  to  accurate  account  balances  for  the  period  from  1972  to  1992. 

3.  What  specific  steps  would  you  recommend  be  taken  to  complete  the  reconciliation  of 
Tribal  trust  funds? 

Several  things  can  occur  which  will  bring  us  closer  to  closure  and  settlement  of  Tribal 
trust  fund  account  balances.  Specifically  these  are: 

A.  Provide  Tribes  with  resources  to  research  and  report  on  the  records  they  have  on 
file  -  see  response  to  #2.  above. 

B.  Work  with  Tribes  having  small  trust  fund  account  balances  and  little  activity 
during  reconciliation  period  to  obtain  account  balance  acceptance  and/or 
settlement  which  is  fair  and  equitable  to  all  parties. 

C.  Review  all  of  the  Arthur  Anderson  and  Company  reconciliation  contract 
modifications  (9)  and  "issue  papers"  (over  130)  approved  by  the  BIA  to  see  if 
alternative  methods  could  be  used  to  yield  more  complete  results. 

D.  Identify  the  Tribes  having  trust  fund  account  balances  prior  to  1972  and  then 
begin  developing  a  strategy  for  settling  on  a  "beginning  balance"  amount  by  Tribe 
for  the  reconciliation  period. 
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E.  Provide  funding  for  Tribes  to  access  their  Arthur  Andersen  and  Company  work 

papers  compiled  during  the  reconcihation  project.  (Note:  Arthur  Andersen  and 
Company  assesses  an  hourly  fee  to  Tribes  when  Tribes  review  their  work  papers 
in  Albuquerque.  NM.) 

ITMA  maintains  the  expertise  and  experience  to  assist  the  federal  government  in  the 
accomplishment  of  many  of  these  tasks. 

4.  On  Individual  Indian  Money  (IIM)  accounts,  what  specific  steps  would  you 

recommend  be  taken  to  examine  and  correct  BIA  mis-management  of  these 
accounts? 

ITMA  has  examined  this  question  in  the  past  and  in  February  1995  published  a  briefing 
paper  which  best  presents  our  views.  I  have  attached  a  copy  of  the  document  for  your  benefit. 

Thank  you  again  for  the  opportunity  to  speak  to  this  critical  issue  and  1  remain  ready  to 
respond  to  further  questions  or  requests  for  assistance. 
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In  July,  1990,  the  Subcommittee  on  Interior  and  Related  Agencies  of  the  Committee  on 
Appropriations  of  the  U.S.  House  of  Representatives  consented  to  the  Interior  Department's  entering 
into  a  formal  procurement  of  a  contractor  to  carry  out  a  "reconciliation  and  audit"  strategy,  with  the 
express  condition  that  an  "Indian/Tribal"  group  "work  with  the  Bureau,  beginning  with  development 
of  the  RFP,  throughout  this  process  of  reconciliation  and  audit,  and  to  assist  in  ensuring  that  sufficient 
consultation  with  affected  tribes  and  individuals  is  accomplished  during  this  process." 

A  contract,  which  originally  contemplated  only  the  reconciliation  portion  of  tlus  process,  was 
executed  on  May  23,  1991,  and  authorized  more  than  3 1,000  hours  of  professional  time  in  the  first 
contract  year  for  IIM  account  reconciliation  activity  at  only  three  of  the  more  than  80  agency 
locations  with  IIM  activity. 

In  early  January,  1992,  the  contractor  reported  that  a  complete  reconciliation  of  IIM  accounts 
was  not  possible  at  any  one  of  the  three  agencies.  A  full  scale  reconciliation  for  even  one  fiscal  year 
had  not  been  possible  at  the  one  agency  where  that  approach  was  tested. 

Even  if  a  complete  reconciliation  of  IIM  accounts  were  possible,  the  contractor  reported,  the 
cost  for  such  an  effort  would  be  in  excess  of  $108  million,  and  might  reach  as  much  as  $281  million. 


In  light  of  the  contractor's  first  year's  scoping  efforts  of  requirements  for  tribal  accounts,  IIM 
accounts,  and  systems  reconciliation,  the  contract  was  subsequently  modified  significantly  to  import 
what  had  originally  been  conceived  as  the  audit  portion  of  the  process  into  this  contract,  and  to 
proceed  apace  with  the  review  of  tribal  accounts.  What  to  do  with  IIM  accounts  became  the  subject 
of  subsequent  strategic  plans,  task  forces,  work  groups,  tiger  teams,  bobcat  teams,  etc. 

In  the  spring  of  1993,  we  were  invited  to  participate  in  meetings  with  the  Department's  IIM 
Work  Group  at  which  we  were  advised  that  the  Bureau  and  the  Department  alone  would  determine 
the  level  of  effort  to  be  made  regarding  any  reconciliation,  audit,  or  review  of  IIM  accounts,  although 
Indians  as  "stakeholders  in  the  process"  would  occasionally  be  permitted  to  participate  in 
deliberations. 

In  April  of  1994,  we  became  aware  that  the  IIM  Work  Group  had  continued  to  meet 
throughout  the  previous  year  and  had  circulated  a  discussion  paper  regarding  the  use  of  statistical 
sampling  to  accomplish  what  had  originally  been  contemplated  as  a  reconciliation  and  audit  of  IIM 
accounts  In  May,  1994,  we  reminded  the  Department  that  any  approach  developed  out  of  sight  of 
Indian  account  holders  was  contrary  to  the  directives  of  Congress  and  0MB,  and  unlikely  to 
succeed.  We  were  subsequently  invited  to  discuss  this  statistical  sampling  approach  with  the  IIM 
Work  Group  in  November,  1994,  and  again  in  December,  1994.  At  the  end  of  the  December 
meeting,  we  were  invited  to  present  our  views  on  IIM  accounts. 
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ITMA  View  of  latest  Department  Proposal  for  Statistical  Sampling: 

We  note  that  the  Department  is  of  at  least  two  minds  on  this  proposal  The  Team  Leader 
advises  us  that  the  statistical  sampling  approach  remains  a  concept  put  forth  for  discussion.  The 
Project  Leader  advises  us  that  no  fewer  than  three  meetings  of  the  Work  Group  have  concluded  that 
this  is  the  only  approach  available. 

Whatever  the  status  of  this  proposal  within  the  Depanment,  it  is  emphatically  not  acceptable 
to  account  holders  for  the  following  reasons.  It  is  our  understanding,  corroborated  by  statisticians 
from  the  General  Accounting  Office,  that  the  purpose  of  statistical  sampling  is  to  determine  the 
degree  of  confidence  with  which  a  statement  may  be  made  about  a  known  population.  Until  the 
statement  which  is  to  be  made  is  set  forth  with  clarity,  the  statistician  cannot  design  his  sample; 
cannot  determine  the  size  of  his  sample;  cannot  determine  the  variable(s)  to  be  tested;  and  cannot 
state  the  degree  of  confidence  with  which  the  desired  statement  could  be  made.  In  this  instance,  not 
we,  the  Department,  nor  the  contractor  has  been  able  to  construct  any  statement  that  could  be  made 
based  upon  a  statistical  sampling  of  accounts  that  would  provide  any  confidence  to  an  account  holder 
regarding  the  balance  in  his  or  her  account.  Accordingly,  we  conclude  that  the  initial  appeal  of  a 
global,  statistical  sampling  approach  to  IIM  accounts  was  a  chimera. 

In  fairness,  we  note  that  the  contractor  has  made  it  clear  that  no  such  statement  regarding 
account  balances  could  be  made  following  such  a  statistical  sampling.  The  contractor  has  suggested, 
however,  that  a  meaningful  statement  might  well  be  made  regarding  the  range  of  error  in  posting  to 
appropriate  accounts  the  recorded  receipt  and  disbursement  aaivity  for  some  specified  period  of  time, 
probably  a  five-  to  six-year  period.-  The  Department  has  indicated  that  its  experience  in  the  tribal 
account  reconciliation  activity  may  well  lead  it  to  conclude  that  this  would  be  a  meaningful  and 
salutary  objective  to  achieve  through  this  statistical  sampling  approach. 

Even  if  such  a  purpose,  meaningless  to  account  holders  but  useful  to  the  Department,  were 
determined  to  be  worth  the  cost  and  effort,  we  suggest  that  this  approach  would  not  achieve  that 
purpose.  A  statistical  sampling  approach  in  this  arena  could  only  be  valid,  in  our  view,  when  applied 
to  a  known  universe  involving  consistently  applied  accounting  procedures;  when  applied  to  a  set  of 
books  that  have  been  prepared  under  generally  accepted  accounting  principles,  including  internal 
controls,  adequate  segregation  of  duties,  and  consistent  record  management.  None  of  these  applies 
to  historic  nM  account  administration.  In  addition,  the  contractor's  managing  partner  advised  us  on 
August  12,  1992,  that  the  underlying  ownership  records  are  so  outdated  as  to  have  caused  errors  in 
calculating  IIM  distributions. 

Our  view  is  that  even  such  a  limited  success  would  serve  no  honorable  or  useful  purpose  at 
all  from  the  perspective  of  account  holders.  Further,  we  are  gravely  concerned  that  the  potential  for 
less  than  honorable  or  useful  purposes  to  be  served  by  such  an  approach  greatly  outweighs  any 
countervailing  considerations    We  note  that  the  Depanment  is  getting  much  mileage  out  of  its  ability 
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to  report  to  the  Congress  and  Indian  tribes  the  "favorable  results"  achieved  by  reconciling  receipt  and 
disbursement  activities  on  tribal  accounts  We  believe  that  these  reports  standing  alone,  as  they  often 
do,  are  actually  misleading  with  respect  to  the  proportion  of  account  activity  actually  "reconciled," 
and  that  the  reduced  level  of  effort  contemplated  for  tribes  other  than  the  original  five  pilot  tribes  will 
result  in  reports  that  are  even  more  misleading  for  the  remaining  tribes. 

We  note  here  that  as  eady  as  July,  1992,  we  advised  the  Department  that  this  matching  of 
recorded  debits  and  credits  on  the  Bureau's  books  "is  the  single  aspect  of  IIM  administration  that 
historically  is  least  likely  to  contain  material  errors  and  omissions."  The  purpose  of  the  entire 
exercise,  in  our  view,  is  not  to  report  how  well  the  Bureau  may  have  done  the  simplest  part  of  its  job 
over  some  period  of  time  that  itself  is  selected  on  the  basis  of  ease  of  review,  i.e.,  the  availability  of 
automated  data,  but  rather  was  to  address  problem  areas,  both  those  that  were  known  and  those  that 
might  turn  up  in  an  examination  of  the  books. 

Here  again,  we  are  guided  somewhat  by  the  Department's  cheerful  report  to  us  on  June  13, 
1994,  regarding  the  tribal  account  reconciliation  project  that  more  than  one-half  the  available  budget 
for  the  entire  project  has  been  spent  on  that  part  of  the  activity  in  which  the  number  and  magnitude 
of  error  was  expected  to  be  minimal,  and  in  which  the  least  information  regarding  the  accuracy  of 
account  balances  was  to  be  gleaned. 

Finally,  we  pointed  out  in  our  November  and  December  1994  meetings  that  the  statistical 
sampling  approach  under  discussion  could  not  reasonably  be  expected  to  turn  up  several  instances 
of  known  errors  in  IIM  administration,  errors  that  amounted  to  millions  of  dollars  over  a  period  of 
time  that  includes  both  the  period  suggested  for  sampling,  and  other  years  as  well. 

The  Department's  response  at  that  time  was  that  nothing  proposed  was  intended  to  prevent 
any  individual  from  bringing  to  the  Department's  attention  errors  in  his  or  her  account.  We  were 
further  invited  to  present  these  known  instances  of  errors  or  failures  in  IIM  administration. 

For  the  above  reasons,  ITMA  emphatically  recommends  against  an  expensive,  time- 
consuming,  and  meaningless  exercise  in  statistical  sampling  of  receipt  and  disbursement  activity  in 
IIM  accounts,  and  offers  for  consideration  the  following  approach,  instead. 


ITMA  SUGGESTIONS  FOR  UM  ACCOUNT  REVIEW 


IIM  Reconciliation  not  Possible 

Our  initial  suggestion  is  that  the  term  "reconciliation"  be  dropped  from  all  discussions 
of  IIM  account  reviews.  The  contractor  has  made  it  clear  since  January,  1992,  the 
Department  conceded  in  November,  1994,  and  again  in  December,  1994,  General 
Accounting  Office  staff  concurred  in  December,  1994,  that  a  "reconciliation"  of  these 
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hundreds  of  thousands  of  accounts  is  not  possible.  Since  January,  1992,  all  parties 
have  agreed  that,  were  such  a  thing  possible,  the  beginning  price  tag  of  SI  08  million 
is  prohibitively  expensive. 


Two  Objectives  sought  in  IIM  Account  Review 

The  objectives  to  be  sought  in  review  of  IIM  accounts  are  these: 

To  provide  voluntarily  as  honest  an  accounting  as  is  possible  to  the  IIM 
account  holders  regarding  the  balances  and  historic  activity  of  their  accounts; 
and 

To  provide  wherever  possible  to  the  Bureau  of  Indian  Affairs  a  stated  or 
audited  opening  balance  for  IIM  accounts  administered  by  that  agency. 


Achieve  Finality  of  Review  Immediately  Where  Possible  by  Auditing  the  IIM 
Judgment  Award  Accounts 

As  of  May  31,  1992,  more  than  50%  of  all  money  in  IIM  accounts  was  to  be 
found  in  only  24%  of  all  the  accounts.  These  accounts  represent  funds  that 
have  been  retained  in  the  HM  system  and  not  withdrawn,  distributed,  or 
reclassified  since  the  original  judgment  award  date.  Accordingly,  virtually  no 
disbursement  activity  should  be  found  in  these  accounts. 

The  reasoning  advanced  by  the  contractor  in  1992  for  expanding  his 
engagement  to  include  account  review  in  lieu  of  an  audit  of  the  reconciled 
accounts,  namely,  that  no  opening  balance  would  be  available  to  the  auditor, 
should  have  no  application  to  these  accounts  for  which  correct  opening 
balances  should  readily  determinable.  The  only  income  postings  to  these 
accounts,  subsequent  to  their  establishment,  should  be  periodic  interest 
distributions  or  subsequent  judgment  award  principal  postings. 

The  reconciliation  contractor  reported  as  early  as  April,  1994,  that  it  should 
be  possible  to  obtain  assurance  that  balances  held  in  the  IIM  system  as  of 
September  30,  1993,  are  properly  stated  and  are  posted  to  the  appropriate 
individuals'  accounts,  or  to  propose  adjustments  to  achieve  that  result. 

It  must  be  pointed  out  that  an  audit  of  judgment  award  accounts  presently  in 
the  system  will  provide  no  assurances  regarding  judgment  awards  that  have 
already  been  paid  out  to  individuals.  This  fact  will  raise  issues  regarding 
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judgments  that  have  been  only  partially  disbursed. 

An  audit  that  begins  with  the  judgment  awards,  however,  as  opposed  to 
beginning  with  receipt  postings,  should  provide  assurance  regarding  all 
judgment  award  distributions  to  individuals,  including  those  that  have  already 
been  disbursed  and  are  no  longer  in  the  system. 

An  audit  approach  that  begins  with  judgment  award,  rather  than  with  receipt 
postings  to  the  accounts,  has  the  added  advantage  of  verifying,  rather  than 
justifying,  the  account  balances.  In  other  words,  the  variable  that  we  are 
testing  for  should  not  serve  as  the  starting  point  for  our  examination. 

Finally,  an  audit  of  these  funds  would  have  the  great  benefit  of  providing  the 
Bureau  with  clean  account  balances  at  a  point  certain  in  time,  from  which 
daily  reconciliations  can  be  maintained  for  each  of  these  nearly  70,000 
accounts.  This  approach  for  this  category  of  EM  accounts  would  provide  the 
Bureau  with  a  one-time  and  final  resolution  of  its  difficulties  regarding  one- 
half  of  the  assets  in  its  most  troublesome  portfolio,  the  IIM  pool. 

Finally,  we  recommend  that  the  firm(s)  selected  to  perform  this  audit  work 
must  be  independent  of  the  present  reconciliation  contractor,  who  has 
reconstructed  at  least  some  of  the  books  to  be  audited.  This  is  consistent  with 
the  common  understanding  in  1991  that  the  reconciliation  contractor's  work 
would  be  reviewed  by  an  independent  auditor  prior  to  certification. 

Test  methods  of  Grouping  Remaining  IIM  Accounts  into  Manageable  Sizes  for 
Account  Review 

This  effort  reflects  a  corollary  of  the  principal  underlying  the  suggestion  of  auditing 
the  judgment  accounts,  namely,  that  a  systems-driven,  global  approach  is  not  likely 
to  be  successful  in  any  attempt  to  provide  account  holders  with  an  honest  effort  to 
achieve  an  accounting,  not  only  of  what  has  been  collected,  but  of  what  should  have 
been  collected. 

It  seems  clear  to  ITMA  that  an  efifeaive  review  of  the  remaining  IIM  accounts  should 
be  tailored  to  the  nature  of  the  account.  If  farm  and  pasture  leases  can  be  reviewed 
against  a  sum  certain  periodic  payment  by  the  terms  of  the  leases,  then  they  should  be 
reviewed  separately  and  early  in  order  to  determine  the  appropriateness  of  account 
holdings  from  that  source 

On  the  other  hand,  oil  and  gas  leases  which  by  their  own  terms  often  require  multiple 
accounting  exercises  in  order  to  determine  the  appropriate  royalty  payment  for  even 
a  single  production  month  clearly  cannot  be  meaningfully  reviewed  in  the  same 
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manner  as  one  would  review  the  posting  of  sum-certain  receipts 

This  review  should  also  consider  the  prospect  that,  just  as  a  single,  global  approach 
is  not  likely  to  be  meaningful  to  account  holders,  it  may  be  that  geographic 
stratification  for  review  purposes  could  be  useful  as  well.  For  instance,  a  review  of 
oil  and  gas  leases  in  the  San  Juan  Basin  of  the  Four  Comers  Area  will  certainly 
involve  dealing  with  the  complexities  of  a  natural  gas  industry  and  market  that  have 
undergone  radical  changes  in  recent  years,  changes  which  have  affected  the  payments 
to  Indian  mineral  owners  by  significant  orders  of  magnitude.  There  may  be  no  reason 
to  lump  review  of  accounts  containing  monies  from  these  leases  with  the  far  less 
onerous  and  complex  review  of  royalty  payments  arising  firom  leases  which  produce 
only  oil  in  other  producing  provinces. 

These  examples  are  by  no  means  exhaustive.  Timber,  in  fact,  has  brought  in  more 
revenues  than  oil  and  gas.  And  there  are  at  least  a  half-dozen  other  solid  minerals  that 
are  valued  quite  differently  than  fluid  minerals  for  royalty  payment  purposes.  In  short, 
this  step  involves  the  application  of  informed  and  creative  thinking  to  reduce  to 
manageable  proportions  what  at  first  blush  has  too  often  appeared  to  be  such  a  huge 
monolith  that  only  the  world's  biggest  firms  and  computers  could  comprehend  it, 
much  less  address-it. 


Complete  the  Systems  Reconciliation  and  Certification  Begun  by  Present  Contractors 

The  reconciliation  contractor's  present  engagement  contemplates  reconciliation  of  the 
IRMS  system  to  the.Finance  system,  and  the  Finance  System  to  the  U.S.  Treasury. 
ITMA  suggests  that  this  systems  reconciliation  be  assigned  a  high  priority  and  that 
these  systems  reconciliations  be  completed  as  quickly  as  possible.  Any  difficulties  in 
effecting  these  systems  reconciliations  should  be  reported  to  the  Bureau  and  ITMA 
immediately. 


Focus  Account  Review  on  Known  Problem  Areas 

ITMA  has  long  taken  the  view  that  any  examination  of  IIM  accounts  which,  by  its 
very  design,  is  unlikely  to  afford  relief  and  compensation  to  account  holders  whose 
accounts  are  known  to  have  been  pilfered;  whose  accounts  are  known  to  have  gone 
unpaid  while  producing  leases  of  their  lands  have  made  others  wealthy;  whose 
payments  have  been  disbursed  to  other  individuals;  whose  interest  has  remained 
undisbursed  in  suspense  accounts  for  years,  etc.,  will  not  result  in  an  honest  effort  to 
make  account  holders  whole.  The  Department  has  admonished  ITMA  not  to  resort 
to  vague  concerns  and  enjoined  us  to  provide  written  identification  of  such  instances 
as  are  known.   ITMA  does  not  have  access  to  all  the  records  from  the  cases  cited 
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below,  but  submits  this  partial  list  of  instances  known  to  have  occurred; 

Austin  Walker,  a  Creek  Indian,  was  deprived  of  royalties  and  interest  during 
the  1980's  when  his  land  produced  more  than  SI  million  of  oil  and  gas,  and 
payments  were  disbursed  to  another  individual.  Bureau  and  Depanment 
employees  defrauded  him  into  signing  a  release  of  his  claims. 

Press  Primeaux,  a  Ponca  Indian,  was  unable  to  obtain  relief  from  the  Bureau 
or  the  Department  in  the  1980's  when  oil  and  gas  were  drained  from  his  land. 

An  inspector  general  audit  in  the  1980's  discovered  seven  such  drainage  cases, 
some  of  which  were  estimated  to  be  worth  more  than  $1  million  to  Indian 
mineral  owners,  cases  which  were  not  pursued  by  agency  officials  because 
they  did  not  know  "how  to  pursue  this  type  of  case." 

In  the  1980's,  the  inspector  general  identified  more  than  $634,000  in 
"inappropriate"  transactions  in  an  IIM  account  maintained  in  Anadarko  in  the 
name  of  R.L.  Larson,  believed  to  be  a  fictitious  name  maintained  by  Bureau 
employees  to  disburse  monies  belonging  to  other  Indians. 

Interest  in  excess  of  $200,000  and  belonging  to  owners  of  Navajo  allotments 
has  not  been  disbursed  for  years,  leaving  the  Bureau  uncertain  as  to  the 
identity  of  the  present  owners  of  this  money. 

Owners  of  Navajo  allotments  in  the  Gallegos  Canyon  Area  of  Northwestern 
New  Mexico  have  not  been  paid  royalties,  rentals,  or  interest  on  production 
from  their  prolifically  producing  lands  for  a  period  of  five  years,  from  the  late 
1980's  to  the  mid-1990's. 

Luther  Numaso,  aKickapoo  Indian,  was  deprived  of  more  than  $1  million  in 
royalties  and  interest  from  the  late  1980's  into  the  early  1990's  because  of 
fraudulent  production  reporting. 

In  the  1980's,  Frances  Begay,  a  Navajo,  and  her  brothers  and  sisters  lost  their 
vehicles  and  livestock  when  they  could  not  get  royalty  payments  from  oil  and 
gas  wells  producing  on  their  lands.  They  could  not  determine  when 
production  ultimately  did  cease,  until  a  new  operator  could  be  found  to 
replace  the  one  who  absconded. 

Roger  Bosin,  a  Kiowa-Comanche,  lost  his  home  in  the  1980's  when 
production  continued  on  his  land,  but  oil  and  gas  royalties  stopped. 

Beatrice  Saupitty,  a  Comanche,  disputed  an  unverified  report  by  the 
Depaament  that  she  had  been  overpaid  $80,000  which  would  be  unilaterally 
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recouped  from  future  production  from  her  land.  A  privately  retained  auditor 
concluded  that  she  had  been  underpaid  $64,000. 

In  the  1980's,  the  IIM  account  of  Nora  Stuart,  an  Osage,  was  pilfered  by  the 
Administrative  Officer  for  the  Osage  Agency  in  Oklahoma, 

In  the  1980's,  the  account  of  an  unidentified  Agua  Caliente  woman  from  Palm 
Springs  was  pilfered  by  a  Bureau  employee. 

Individual  Indians  continue  to  lose  livestock,  vehicles  and  credit  because  the 
Bureau  fails  to  comply  with  its  own  regulations  regarding  the  timely  probate 
of  estates. 

The  Bureau  unilaterally  and  arbitrarily  assigned  to  the  IIM  pool  more  than  $2 
million  in  losses  from  investment  in  a  bogus  credit  union  in  1984,  explaining 
that  this  decision  was  made  for  "administrative  expediency."  See. 
DEPOSITION  OF  JOHN  W.  VALE,  June  3-5,  1985,  at  210.  U.  S.  v.  Mark 
Twain  Bank  -  Kansas  City.  (DC,  W.D.,  MO.),  Civ  No.  84-03 80-CV-W-9. 

ITMA  believes  that  the  practice  described  in  the  Mark  Twain  litigation  was 
a  common  practice  throughout  the  1970's  and  1980's  when  the  Bureau  often 
had  monies  invested  in  institutions  that  failed.  If  the  Bureau  were  not  made 
entirely  whole  by  insurance,  the  losses  were  arbitrarily  allocated  to  the  IIM 
pool,  where  it  was  thought  they  would  never  be  noticed.  In  fact,  to  this  date, 
the  government  has  never  advised  Indian  country  or  any  account  holder  of  the 
Mark  Twain  case.  A  tribal  accountant  and  ITMA  board  member  discovered 
it  while  reading  a  history  of  the  savings  and  loan  industry's  metamorphoses  in 
the  1980's.  Even  then,  the  Department  would  not  share  any  documents 
regarding  this  case,  and  ITMA  reviewed  the  files  at  the  courthouse  in  Kansas 
City. 

In  1985,  the  inspector  general  reponed  delays  in  deposits  of  monies  received 
for  IIM  accounts  at  the  Concho  Agency. 

In  1985,  the  inspector  general  reported  delays  in  deposits  of  monies  received 
for  IIM  accounts  at  the  Pawnee  Agency. 

In  1984,  the  inspector  general  reported  that  collections  and  interest  earnings 
for  IIM  accounts  were  not  posted  in  a  timely  manner  in  the  Phoenix  Area. 

In  1985,  the  inspector  general  reponed  that  the  Anadarko,  Pine  Ridge, 
Concho,  Osage,  and  Pawnee  Agencies  were  making  postings  to  estate 
accounts  after  the  accounts  had  been  closed,  and  were  making  significant 
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errors  in  computing  interest  payable  to  ELM  account  holders. 

Continue  Improvements  in  Future  IIM  Administration 

ITMA  continues  to  urge  continuous  upgrading  and  improving  of  the  administration 
of  IIM  accounts  by  the  Bureau  and  the  Department.  A  few  of  the  issues  that  we 
believe  warrant  immediate  attention  and  priority  include: 


-  Current  reconciliation  of  IRMS  to  Finance; 

-  Maintain  current  reconciliation  of  inter-agency  transfers  to  Treasury  for  IIM 

accounts  (SF- 1 08 1  transfers,  e.g.,  MMS  collections); 

-  Maintain  current  reconciliation  of  Area/ Agency  asset  and  liability  accounts  with 

IRMS 

-  Daily  cash  sweeps 

-  Identification  of  all  minors'  accounts  earning  over  $I200/yr  in  interest  (requiring 

them  to  pay  income  tax  at  parents'  rates  or  suffer  penalties  that  exceed 
account  balances  in  a  few  years); 

-  Determination  of  need  for  W-9  filings,  and  compliance  with  requirements; 

-  Determination  of  agency  compliance  with  Interest  and  Dividend  Tax  Compliance 

Act  of  1983  (requiring  backup  withholding); 

-  Determination  of  Form  1099-INT  filing  requirements  for  IIM  account  holders; 

-  Determine  tax  filing  requirements  for  nonlndian  IIM  account  holders; 

-  Make  policy  decision  on  matters  such  as  contractibility  of  IIM  administration, 

willingness  of  BIA  to  respect  tribal  court  orders  (do  birth  or  custodial  parents 
have  right  to  access  minors'  fiinds  for  school  clothes?  Do  courts  or 
superintendents  decide?,  etc.) 
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